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MONETARY POLICY NOW: 


GILT-EDGED VERSUS THE SQUEEZE 
STERLING UNDER STRAIN 
DISINFLATION THROUGH COAL? 





SHOULD THE BILL TENDER BE FREED? 


ISRAEL’S NEW CENTRAL BANK 


INDIA’S SECOND FIVE- YEAR PLAN 


By T. Balogh 











BETTER BALANCE IN IRELAND 











For Your Banking Business 


IN FINLAND S 


Oy POHJOISMAIDEN YHDYSPANKKI 
Ab NORDISKA FORENINGSBANKEN 






Head Office in Helsinki Branches all over the country 


Telegraphic Address: Unitas Telex: General Unitas 1107 
Arbitrage Unitaforex 1198 



























‘““T recommend | 
HASTINGS and THANET 
BUILDING SOCIETY 


for 


Investment and Savings ’’ 


Any amount from £1 to £5,000 may be invested, and earns 24% interest, 
Income Tax paid. Payments may be made by cash, postal order or cheque, 
and any sum up to £50 withdrawn on request (larger amounts at short 
notice). Regular savers earn 3% net—limit £10 per month. 

Please call or write for full details and a copy of our booklet ‘Profitable 
Investment,’ also for our ‘“‘ Home Buyers’ Guide,’’ which deals with the 
Society’s excellent House Purchase facilities. 


Hastings and Thanet 


BUILDING SOCIETY 


Established over 100 years Assets £18,000,000 
Head Offices: 
29-31 HAVELOCK ROAD, HASTINGS 446 QUEEN STREET, RAMSGATE 


99 Baker Street, London, W.!. 41 Catherine Street, Salisbury. 3-4 Cecil Street, Margate. 4 St. George’s 
Place, Canterbury. 41 Fishergate, Preston. 88 Mosley Street, Manchester, 2. !11 New Screet, Birmingham, 2, 











Mn eaeane 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 
een 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 








TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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to the 


point 


Here’s yet 
another fully automatic 
Monroe—another years-ahead calculator 
with the incredible speed and infallible 
accuracy of automation. Set the problem, press a key—and 


your Monroe 8N literally races through complex 
calculations to the right result. Automation short-cuts hundreds 


of time-wasting intermediate steps. Zeros and decimals 
flow automatically. Multiplication, division, addition, 


subtraction—your Monroe 8N steers its own way 
through all stages of figuring without operator intervention. 
Time-saving, too, is the new Monroe functional colour scheme. 
Logical grouping of colour-identified 
control keys makes accurate selection 


virtually automatic. 


Monroe Calculating Machine Company Limited, 
10-11, Albemarle Street, London, W.1, 
GROsvenor 7541. 
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MONROMANTIC 
EQUATION Miss Monroe’s so clever... 


**Miss Monroe, whatever 


Does this automation development mean?” 
“The short explanation 
Sir’s mechanisation 


Of every function of business routine !’’ 








Suggestions to EXPORTERS and IMPORTERS: 


doit youtabh ti the 
poe at Choke Mankatlay 


yj the world m 
at your fingertips? | 














@ Chase Manhattan is the focal point of banking 
information and service for world trade. 
In this truly world-wide organization you 
will find available intimate knowledge of 
local markets and conditions which is 
indispensable to the satisfactory conduct 
of your business abroad. 

Why don’t you talk to the people . 
at Chase Manhattan? : 


& 
‘ OVERSEAS BRANCHES 


THE CHASE MANHATTAN BANK fo er hie = tone» ons 


Hav * Marjanao * San juan, PLR. * r 
Incorporated with Limited Liability under the laws of the State of New York o iii ’ Gia Suid . ‘Qtaae “s ues 
e 
Head Office: 18 Pine Street, New York, N.Y. F Offices of Representatives 
e Mexico, O.F. * Buenos Aires * Rome 
LONDON : 6 Lombard Street, E.C.3 * 46 Berkeley Square, W.! Beyrouth - Bombay 


¢ 








ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed - - - £3,000,000 


Capital Paid Up - - - £1,000,000 
Reserve Fund - - - - 21,500,000 } ei arate 





COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 





By means of 109 Branches and 76 Sub Offices throughout Ireland 

and through Agents and Correspondents in all parts of the world 

the Bank offers a comprehensive service transacting every type of 
Banking business. 


HEAD OFFICE : WARING STREET, BELFAST 











At the Westminster Bank they have a long and 
extensive experience in supplying the banking 
needs of ‘Big Business’. They handle the largest 
financial operations with complete efficiency 
and expert understanding; and their readiness 
at all times to make available their great re- 
sources of knowledge and service is one of the 


many reasons why... 








It is better to bank 


with the Westminster 




































USA. and 
CANADA 


A magnificent fleet of Cunarders, 
among them some of the world’s 
greatest ships, provides a regular 
service to the United States and 
Canada, 

Superb cuisine and comfort, to- 
gether withthe traditional Cunard 
service, make these ships the first 
choice of the discerning traveller, 
















For full information regarding sailings apply: THE CUNARD STEAM-SHIP 

COMPANY LTD., Cunard Building, Pier Head, Liverpool 3 (Liverpool Central 

9201) ; 15 Lower Regent Street, London $.W.! (Whitehall 7890) ; 88 Leadenhall 
Street, London E.C.3 (Avenue 3010); or any Cunard office or agent. 

















BOW MAKER 


INDUSTRIAL BANKERS 


There are Bowmaker offices throughout the 
United Kingdom — your local telephone 
directory will give you the address 

and telephone number of your nearest 
Bowmaker branch. 


Bowmaker provide specialised credit facilities 
for industry, commerce, export and import. 
Over twenty-five years’ experience of industrial 
finance is at your service — your enquiries 

will receive prompt, personal attention. 








BOWMAKER LTD., Bowmaker House, Lansdowne, Bournemouth. Phone : Bournemouth 7070 
London : 6/ St. James’s Street, $.W.!. Phone : GRO 6611/6619. Branches throughout the U.K. 


M-W.150 
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46-49 DAME ST., DUBLIN 





Fire + Accident + Aviation + Marine 
































\ BUILDING. aes Sop the 


ASSET s_Z_ 42,000,000 


£ FOR £ INVESTMENT, without market Swestor. ee 


fluctuations and with easy withdrawal facilities. 
All the time you receive assured and steady 
Interest with Income Tax paid by the Society. 


Full particulars from: 


Head Office: GRIMSHAW STREET, BURNLEY 
London Office: 110 HIGH HOLBORN W.C.I. 
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Habib Bank Limited 


Established 1941 
Head Office : KARACHI (PAKISTAN) 


Authorised Capital . re .. Pak Rs. 30,000,000 
Issued and Subscribed Capital a .. Pak Rs. 15,000,000 
Paid-up Capital - _ .. Pak Rs. 15,000,000 
Reserve Funds ; - .. Pak Rs. 10,000,000 
Deposits as on 31.12. 1954 .. e .. Pak Rs. 431,800,000 











With a network of 58 branches in all the important trade centres of East and West Pakistan, Habib 
Bank Limited is in a position to assist those desiring to establish contacts for exports or 
imports. The Bank’s services are always available for any banking requirements in Pakistan. 


The Bank is fully competent to handle all foreign a business, including opening 
advising of commercial letters of credit, collection of documentary bills, remittances, etc. 





FOREIGN BRANCH: 
BOMBAY (India) 
Habib Bank (Overseas) Limited 
Head Office: KARACHI (PAKISTAN) 
Branches: 1 RANGOON (Burma) & 2 COLOMBO (Ceylon) 


CORRESPONDENTS and AGENTS in all important cities of the world 


and 
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The Mitsubishi Bank, Ltd. 













Y2,750,000,000 





Capital paid-up: 






Head Office: Marunouchi, Tokyo, Japan 







Branches: 155 throughout Japan 













New York Branch: 111 Broadway, New York 6, N.Y., U.S.A. 





London Representative Office: 82, King William Street, London, E.C.4., England 






Cable Address: CHYODABANK 





THE 


PUNJAB NATIONAL 
BANK LTD. FORSYTE 


tes SECURITIES 


Head Office: DELHI 

















LIMITED 
Undertakes 
Banking & Exchange . 
business of Bankers 
every description 
® 
Deposits Exceed | 
S. 7D crores 8 GREAT WINCHESTER ST., 
Assets Exceed LONDON, E.C.2 
Rs. OT crores 
ee ee Telegrams: Telephones: 
B. N. PURI, General Manager | SECFOR LONDON LONDON) 1098 
WALL £7433 


SETH SHANTI PRASAD JAIN, Chairman 
Int. Telex: 2-2698 


Serving the Country through 317 offices 
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9 LEINSTER STREET, 











THE 
INDUSTRIAL CREDIT COMPANY, LIMITED 





AUTHORISED CAPITAL - - = £5,000,000 
ISSUED CAPITAL - - - - £2,000,000 
PAID UP CAPITAL - - = £1,750,000 





The Company underwrites Capital Issues and 
provides finance for new and established industrial 
undertakings by way of share investment and 


through medium and long-term loans. 


The Company is prepared to consider applications 
for finance required for the purchase of buildings 
and plant and machinery and for use as permanent 


working capital. 





DUBLIN, C.17 




















Bankers in Africa 


With over 650 branches and agencies throughout the 
Union, Central and East Africa we offer a comprehensive 
banking and information service on all aspects of African 
pastoral, commercial and industrial trade. 













THE 


STANDARD BANK 
OF SOUTH AFRICA 


LTD 
































Head Office: 10 Clements Lane, Lombard Street 
and 77 King William Street, London, EC 4 
London Wall Branch: 63 London Wall, EC 2 

West End Branches: 9 Northumberland Avenue, W C2 and 
Suffolk House, 117 Park Lane, W.1. 
New York Agency: 67 Wall Street Hamburg Agency: Speersort 6 




















Let your money earn 
maximum interest 
with security 


STAT 7 OFFERS 
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SPURT Rott, fem lelei aa ¢ 





(Established 1931) CG 


Assets exceed £2,500,000 
Eas withdrawals INTEREST ON SHARES 
P FREE OF TAX 


Income tax borne by the society Sess en iednk we een 
Any amount accepted up to £5,000 gross. 

ie For Full Particulars apply 
No depreciation to: The Secretary, 


STATE BUILDING SOCIETY 


54 State House, 8 Buckingham Palace Gardens, London, S.W.1 Tel.: SLOane 9218/9 
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Chairman 


+ The Rt. Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E. + 
il il 
ti Deputy Chairman Vice-Chairmen TT 
+ Sir Jeremy Raisman, G.C.LE., K.C.S.L Harald Peake A. H. Ensor + 
tt Chief General Managers + 
Hi E. J. Hill G. Y. Hinwood ii 
lil ll 
H Assistant Chief General Manager iil 
TT H. B. Lawson, M.C. . 
lil il 
il Joint General Managers i 
- R. T. Fagan, D.F.C. F. O. Faull A. J. Faux + 
TT E. J. N. Warburton P. T. D. Guyer TT 
lil il 
il General Manager (Administration) General Manager (Executor & Trustee) iil 
+t R. F. E. Whittaker, C.B., C.B.E., T.D. D. H. Turner oe 


i LLOYDS BANK LIMITED oa 
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A modern bank directory designed to suit 
today’s banks, bankers and financial men 
everywhere. For easier, quicker, more complete 


reference, order’ your copy of the MARCH 1955 





EDITION. Your order is your guarantee of the 
finest in bank directory service. 


R. kL. POLK & CO., /2bbshers 


130 FOURTH AVE.,NO. @ #£NASHVILLE 3, TENN. 
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in the toretront... 


in providing a comprehensive and 
y : expert DOMESTIC and FOREIGN 


banking service in Ireland. 


“THE MUNSTER & LEINSTER 
“BANK LIMITED 


(Established 1885) 








Head Office: SOUTH MALL, CORK 


WORLD-WIDE CONNECTIONS 





| NATIONAL PROVINCIAL BANK LIMITED 


ASSETS EXCEED £75,000,000 
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Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from London are 

established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 


‘THE CHARTERED BANK OF INDIA, 
‘AUSTRALIA AND CHINA 


(incorporated b4 Royal Charter, 1833) 


Head Office: 
38 Bishopsgate,’ London, E.C.2 





























THE EDUCATIONAL 
BUILDING SOCIETY 


ASSETS OVER £5,000,000 


INVESTMENTS 
Up to 3% paid on Deposits 
Up to 33% paid on Shares 


All free of Irish Income Tax 


IRELAND’S BIGGEST 
BUILDING SOCIETY 
AT YOUR SERVICE 


OFFICES: — A. McCABE, A.B.S. 
33/34 Westmoreland St., Managing Director. 
Dublin. Phone—75440/9, 


























THE 
PHILADELPHIA 
NATIONAL BANK 


Organized 1803 


Philadelphia's Oldest and Largest Bank 
Frederic A. Potts, President 


Vv 


FOREIGN DEPARTMENT 
T. Graydon Upton, Vice-President 


PHILADELPHIA 1, PA., U.S.A. 
Cable Address: PHILABANK 







































500 cheques a minute 


The latest addition to the ‘Recordak’ range of equipment 
is a fully automatic, high speed machine which microfilms 
cheques at a rate of 500 a minute. It will also record 
letter-size documents at 200 a minute. There is a 
choice of lenses enabling microfilming to be done at a 
reduction of 19:1 or 40:1. 





The ‘Recordak’ High 
Speed Microfilmer is very 
easy to operate and takes up 
very little room on an ordin- 
ary Office desk. 


SRECORDRK 
High Speed 
M cro f if mer Sasa Division of Kodak Limited, |-4 Beech Street, 


Please write for full details. London, E.C.!. Tel: Metropolitan 0316 


‘Recordak’ is a registered trade-mark. 

















CSenez la droité 


“Keep to the right’’—the first day of his Continental 

holiday and already he’s doing it as to the manner 

born. But then he’s a wise and careful driver. 

Before he set out he checked his car thoroughly, made 

certain he would have no trouble far from home. 

For him, one of the ways of making sure is by keeping 

to the right tyre—one of the Dunlop range, with or 

without the tube, the tyres that have given him 

repeated satisfaction. Experience has shown him that, 

whether the distance be measured in miles or 
kilometres, Dunlop—the tyre 

with the Gold Seal — will 

take him further. 


sH/13t 
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AIR CONDITIONING 


For Banks 
Factories 
Hotels 
Restaurants 
Offices 
Hospitals 
Department Stores 
Board Rooms 
Clubs, etc. 


THE BEST EQUIPMENT FOR ALL APPLICATIONS IS SUPPLIED BY 
TEMPERATURE LTD. 


| TEMPERATURE LTD. 
PHONES: RENown 5813pbx BURLINGTON ROAD, 
CABLES : TEMTUR, LONDON FULHAM, LONDON, Swe. 

















Stripey 


A bequest for seamen’s welfare ? Excellent ! 
But there are so many admirable societies working 
in this field. The most experienced of bankers 
would find it confusing, were it not for King 
George’s Fund for Sailors. This central fund 
for all sea services supports the work of more 
than 120 welfare and benevolent societies. It is 
always informed of their needs, and makes 

grants accordingly. You can tell your client that 
there is no surer way of helping our seafaring 
community than a legacy in its favour. 


King George’s Fund for Sailors 
1 Chesham Street, London, S.W.1 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL 
LONDON, E.C.3 





GUINNESS & MAHON 


17, COLLEGE GREEN 
DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 









































THE NATIONAL BANK 
OF AUSTRALASIA LTD 











LONDON OFFICE: 
7 Lothbury, EC2 


LONDON BOARD OF ADVICE 


Harald Peake, Chairman 
The Rt Hon. Viscount Bruce of Melbourne, 


P.C, C.H, M.C. STRAND BRANCH: 





David A. Jamieson, v.c. Australia House, WC2 
H. G. Nelson : 
The Rt Hon. Lord Rennell of Rodd, WEST END BRANCH: 
K.B.E. C.B 11a Albemarle Street, W1 
| Information Department: 
R. E. Ash, London General Manager 8 Princes Street, EC2 


Your best introduction to Australia 























THE MERCANTILE BANK 
OF INDIA LTD. 


HEAD OFFICE: 15 GRACECHURCH STREET, LONDON, E.C.3 





CAPITAL AUTHORISED - * i a es - ..  £3,000,000 
CAPITAL PAID UP fa hs - - - ~ - ..  £1,470,000 
RESERVES AND UNDIVIDED PROFITS .. - vs i ..  £1,950,284 





BOARD OF DIRECTORS : 
Sir Kenneth W. Mealing (Chairman) 
Sir Cyril Jones, K.C.LE., C.S.I. (Deputy Chairman) 


E. J. Bunbury, Esq., C.B.E., M.C. J. B. Crichton, Esq. 
R. W. B. Dunlop, Esq. Sir John G. Hay 
Sir Charles A. Innes, K.B.E. C. D. Miller, Esq. 


The Hon. R. H. V. Smith 


BRANCHES AND AGENCIES 
in 
India, Pakistan, Burma, Ceylon, Malaya, Singapore, Thailand, Hongkong, China, 
Japan, Mauritius 
EVERY DESCRIPTION OF BANKING BUSINESS TRANSACTED 
TRUSTEESHIPS AND EXECUTORSHIPS ACCEPTED 









































“I'd appreciate 
your advice 
about investing 


this money ” 


Time and again professional men are called 
upon to give advice when a client for one 
reason or another finds a substantial sum 
at his disposal. Onething—orrather, three 
things almost invariably emerge during 
discussion. The investor seeks safety and 


accessibility for his capital and good inter- 


















































est in addition. With these essentials in 


mind very many professional men advise 
investment with this Society because all 
three requirements are abundantly ful- 
filled—safety, easy withdrawaland interest 
at24$%with income tax paid by the Society. 


May we send you full particulars ? 


CO-OPERATIVE PERMANENT 
BUILDING SOCIETY 


NEW OXFORD HOUSE - LONDON ° W.C.! 


TELEPHONE : HOLBORN 2302 





ESTABLISHED 1884 





FUNDS EXCEED £106,000,000 


CITY OFFICE: 163 MOORGATE, E.C.2 
TELEPHONE : MONARCH 3556 


90 BRANCHES 























THE 


UNITED COMMERCIAL BANK 


LIMITED 


(Incorporated in India. Liability of Members is limited) 
Head Office: 
2 ROYAL EXCHANGE PLACE, CALCUTTA 
London Office: 15 THROGMORTON AVENUE, LONDON, E.C.2. 
* 


G. D. BIRLA, Esa., Chairman 

AUTHORISED CAPITAL ............ Rs. 80,000,000 

SUBSCRIBED CAPITAL ............ Rs. 40,000,000 

PAID-UP CAPITAL ................-. Rs. 20,000,000 

RESERVE FUND ............ ae adacia Rs. 8,650,000 

* 

With Branches at the leading centres of Industry and Commerce in India, Pakistan, Malaya, 
Burma an d Hongkong, The United Commercial Bank is well equipped to serve Banks, 
Commercial Institutions and individuals carrying on business with the East or intending 
to open connections there. S. T. SADASIVAN, General Manager 























PROVINCIAL BANK 
of 
IRELAND LIMITED 


ESTABLISHED 1825 


BANKING BUSINESS OF ALL KINDS TRANSACTED 
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NATIONAL PROVINCIAL BANK 


LIMITED 


Chairman: 
David John Robarts, Esq. 


Deputy Chairman: 
Sir Frederick William Leith-Ross, G.c.M.G., K.C.B. 


Chief General Manager: 
L. J. Williams. 


Joint General Managers: 
F. Keighley, C. G. Wheatley, H.C. Pearson, W. Lynn. 


Head Office: 15 Bishopsgate, London, E.C.2 


Principal Overseas Branch & Trustee Department: 
1 Princes Street, London, E.C.2 









































THE 


BANK OF INDIA 
LIMITED 


(Incorporated in India) 


ESTABLISHED—1906 


CAPITAL SUBSCRIBED ... Rs.5,00,00,000 
CAPITAL PAID UP Rs.2,50,00,000 
RESERVE FUND Rs.3,52,00,000 


HEAD OFFICE: 
MAHATMA GANDHI ROAD, BOMBAY 


LONDON OFFICE: 
17 MOORGATE, E.C.2 


Branches in India: 


AHMEDABAD: DELHI 
Bhadra (Main Office) GANDHIDHAM 
Ellis Bridge (Kutch) 
Gandhi Road HYDERABAD 
Station Branch (Deccan) 
Manek Chowk JAMSHEDPUR 
AMRITSAR UNAGADH 
BHUJ (KUTCH) KOZHIKODE 
BOMBAY: (formerly Calicut) 
Andheri MADRAS 
Bandra NAGPUR: 
Bullion Exchange Kingsway 
Colaba Itwari Bazar 
Kalbadevi NEW DELHI 
Malabar Hill PALANPUR 
CALCUTTA: POONA 
Netaji Subhas Rd. POONA CITY 
(Main Office) RAJKOT 
Bara Bazar SHOLAPUR 
Chowringhee Square SURAT 
COIMBATORE VERAVAL 








Branches outside India: 
ADEN JINJA KAMPALA KARACHI 
MOMBASA NAIROBI OSAKA 
SINGAPORE TOKYO 


Directors: 
Sir Cowasjee Jehangir, Baronet, G.B.E., K.C.I.E., 
Chairman; Mr. Ambalal Sarabhai, Sir Joseph 
Kay, K.B.E., Mr. Dinsha K. Daji, Mr. Ramniwas 
Ramnarain, Mr. Bhagvandas Chunilal Mehta, 
Mr. Krishnaraj M. D. Thackersey, Mr. A. D 
Shroff, Mr. Madanmohan Mangaldas 


Every Description of Banking 
Business Undertaken 


D. R. Thom, General Manager 


Increased 





Interest Rates 


3% 


ON PAID-UP SHARES 


(Income Tax paid by the Society) 
Equivalent to £5 4s. 4d. per cent, subject 
to Income Tax at 8s. 6d. in the £. 


24% 
ON DEPOSITS 


(Income Tax paid by the Society) 
Equivalent to £4 6s. 11d. per cent, subject 
to Income Tax at 8s. 6d. in the £. 


_ With effect from August Ist, 1955, all new 
investments in Paid-up Shares or Deposits are 
subject to these increased rates. 











LEICESTER PERMANENT 





BUILDING SOCIETY 


Reserves exceed 
£2,700,000 


Assets exceed 
£36, 100,000 


Head Office : 


WELFORD HOUSE, LEICESTER 
Telephone 22264 (3 lines) 


London Office : 


FITZHERBERT HOUSE, 49 PARK LANE, W.I 
Telephone MAYfair 6021 (3 lines) 


BRANCHES THROUGHOUT THE COUNTRY 


























old refining 


Our precious metal smelting and refining service is founded upon more than 
a century of experience and planned development. A gold refining 
capacity in excess of 400,000 oz weekly is supported by methods of 
sampling and assay that assure the speedy and critically accurate assessment 
of the precious metal contents of any form of gold-bearing material. 


Silver and Platinum 


Our refineries handle also bullion, ores, concentrates and mining 
by-products containing silver and the platinum metals. 


Johnson CSS Matthey 


? 
MELTERS AND ASSAYERS TO THE BANK OF ENGLAND 


JOHNSON, MATTHEY & CO., LIMITED, HATTON GARDEN, LONDON, E.C.! 
Telephone : HOLborn 6989 
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CVE te uatebieteee 


With this most modern and versatile accounting machine 






























BEBEGEBRDEEE 


xxii 


NO OTHER single accounting machine 
gives you the various answers you need 
quite so efficiently, quite so economically 
as the Burroughs Sensimatic. At each 
quick flick of the selector knob, the Sen- 
simatic 1s ready for a different account- 
ing job, and it does each one as auto- 
matically and accurately as a specialized 
machine. 

It’s today’s finest, most versatile 
accounting machine. The _ exclusive 
Burroughs sensing panel is tailored to 
any combination of accounting proced- 
ures you wish... guides the Sensimatic 
faultlessly through any posting routine. 

It’s tomorrow’s accounting machine, 
too. To alter an accounting procedure, 
you change the panel, not the machine. 
Any Burroughs branch will arrange a 
demonstration of the Sensimatic that 
best suits your needs. Burroughs Adding 
Machine Limited, Avon House, 356- 
366 Oxford Street, London, W.1. 
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THE 


BANKER 


THE BANKER 
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A Banker's Diary 





Mr. BUTLER’S announcement of new measures to restrain home demand was 
made as this issue of THE BANKER was being passed for press. His statement 
embraced a promise that certain capital programmes of the 
Orthodoxy public sector will be slowed down or postponed for a time; a 
in the raising of the minimum down-payment in hire-purchase trans- 
Balance? actions for many consumer durables from 15 to 334 per cent.; 
a Clarification of exchange policy; and a barrage of exhortations 

—including a new “‘ request ”’ to the banks. 

By reaffirming the Government’s intention to maintain the $2.80 parity 
for sterling, both now and as and when sterling becomes convertible, the 
Chancellor may succeed in clearing up the most serious of the doubts that 
are discussed in our second article this month. But on the drift of domestic 
policy the doubts voiced in our opening article have been intensified—partly 
by the Chancellor’s own arguments and exhortations, and especially by the 
conclusions that are being drawn from them. Our fears of the spread of 
confused and heterodox thinking have been all too quickly substantiated. 
We make no apology, therefore, for leaving these articles precisely in their 
original form: it is more than ever important that the sources and nature of 
these confusions should be clearly displayed. 

Happily, there is still no reason to believe—as some commentators are 
already gleefully asserting—that the Government will now make an unobtrusive 
retreat from monetary orthodoxy. Its justification for “ direct ’’ action to 
reduce public sector expenditure and to restrict hire-purchase is that—at 
least in the short run—both of these are almost beyond the reach of orthodox 
pressures. But its plunge into exhortation, and especially its new “ request ”’ 
to the banks (“‘ I look for a positive and significant reduction in their advances 
over the next few months ’’) is bound to raise doubts about its faith in orthodox 
sanctions and in its determination to press them as far as necessary. The 
Government affirms its continued faith; but the test will be its actual 
monetary tactics in the market-place. 


THE impact of the dock and railway strikes on overseas trade in June was 
even more unfavourable than had been generally feared. Exports plummeted 
by no less than {92 millions to only £157 millions, yet imports 
Trade actually rose by £4 millions over their May level, to £294 millions. 
and the The upshot was that, after accounting for re-exports, the deficit 
Strikes on visible trade was very nearly {129 millions. The only monthly 
deficit of comparable amount reached in recent years was that of 
{137 millions in November, 1954—and this also, it will be recalled, was the 
product of a dock strike. The figures for July and some months ahead should 
benefit from the gradual clearing of delayed shipments, but it cannot be 
expected that the whole of June’s losses will be made good. At all events, 
the strikes have already dealt a heavy blow to the balance of payments and 
the reserves through their effect on confidence in sterling. 
It is, of course, impossible to estimate how far the strikes will, once their 
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effects have been fully worked out, be seen to have offset the earlier improve- 
ment in the trade balance. In both April and May exports were running at 
£20 millions more than in the corresponding months of 1954, but the shortfall 
of {61 millions recorded in June left the total for the second quarter some 
3 per cent. down on the year. In the first quarter there was an increase of 
10 per cent. Imports in June were only I per cent. higher than in June, 
1954, thanks in part no doubt to the strikes; in the previous two months the 
excess had already been reduced to 7} per cent., from the 22 per cent. suffered 
in the first quarter. The upshot is that in the first half-year as a whole 
imports were 14 per cent. higher than in the first half of 1954. In volume 
they were 10 per cent. higher. Import prices were again unchanged in June, 
but for the half-year as a whole they averaged 5 per cent. more than in the first 
half of 1954. Export prices were slightly higher, so that the average 
deterioration in the terms of trade was 4 per cent. In June export prices 
rose by one point, and the terms of trade improved to 102 (1954100). 


THE credit trends of the last six weeks of the banking half-year, the wider 
implications of which are fully discussed in the article on page 79, showed 
the same apparent contradictions that have troubled many 

The observers throughout the period. Net deposits rose in these 
Credit six weeks less than seasonally—by £68 millions, compared with 
Paradox {130 millions in 1954 and £158 millions in 1953—whereas bank 
advances jumped by £83 millions, or almost twice as much as in 

1954. In the preceding two months they had been rising at an average rate 
of about £10 millions a week, so that, even after allowing for the distortion 


HALF-YEAR AVERAGE 


END- JUNE COMPARISON COMPARISON 
June, June, Change on Average of Change on 
1954* 1955* Month Year Jan.-June, Jan.-June, 1954 
1955 
{mns. £mns. £mns. {mns. {mns. {mns. % 
Deposits .. .. 6533.2 6510.4 +149.5 — 22.7 6482.8 +119.0 + 1.9 
“Net ’’ Depositst 6233.9 6172.7 + 68.4 — 61.2 6215.7 +102.5 + I.7 
Liquid Assets ss 2156.0 1962.2 + 19.2 —193.8 2021.0 —I16.0 —- 5.4 
33.0 30.1 
Cash... ‘a 531.3 525-9 + I1.2 —- 5.4 527-5 + 9.3 + r.8 
8.13 8.08 
Call Money is 454-5 440.0 + 23.2 - 54.5 443-3 — 25.2 -— 206 
7.0 6.8 
Treasury Bills.. 1079.9 890.2 —- 3.6 —- 189.6 935-1 —I131.0 —I2.3 
16.5 I3.7 
Other Bills ie 90.3 106.0 — I1.5 + 15.8 115.2 + 31.0 +- 36.8 
‘‘ Risk’ Assets.. 4148.5 285.3 + 40.5 136.8 4276.9 +-224.3 + 5.5 
63.5 65.8 
Investments .. 2311.5 2099.0 — 42.4 —212.5 2231.2 — 55.-I - 2.4 
35-4 32.2 
Advances se 1837.0 2186. 3 +- 82.9 + 349.3 2045.7 +279.4 +r5.8 
28.1 33.0 


* Italic figures beneath assets totals are percentages of published deposits. 
+ After deducting items in course of collection. 


probably caused by the inflation of intra-bank clearings at the half-year end, 
it seems evident that the rate of growth was at least maintained. 
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Over the half-year the contrast between these two trends is even more 
pronounced. Since end-December last, as the table on page 80 shows, net 
deposits have fallen by no less than £386 millions, compared with falls of £136 
millions, {131 millions and {218 millions in the first halves of the three 
preceding years. At {£6,173 millions, they are £61 millions below their mid- 
1954 level—the first decline, on the annual comparison, since the end of 1952. 
Advances, on the other hand, have risen over the six months by £289 millions, 
compared with £130 millions in the first half of 1954; the biggest rise ever 
experienced in a half-year previously was the £238 millions rise of the first 
half of 1951, when Bank rate still stood at its inert 2 per cent. and when the 
economy was grappling with the post-Korea boom in commodity prices. 

During the final period of the half-year, as in the preceding periods, the 
contrary tendencies in deposits and advances were reconciled by the pressure 
upon liquid assets and the resultant reduction in investment portfolios. 
Liquid assets rose by only {19 millions, whereas last year they rose by over 
£70 millions. In consequence, the average liquidity ratio dropped further, to 
only a bare decimal point above the target minimum, and three of the banks 
were below it—the Midland remaining at its May point of 29.1 per cent. and 
the Westminster dipping sharply from 29.8 to 28.1 per cent. These two 
banks each accounted for more than a quarter of the total rise in advances 
during the six weeks. The {£42 millions decline in investments, though still 
very large, was less than in the two preceding periods, and, as the following 
note explains, much of it must have been attributable to writing-down. The 
decline over the half-year amounted to £254 millions, which carries the total 
portfolio to its lowest point since 1952, on the eve of the second special 
funding operation. 


THE problem of investment depreciation has in many respects been even 
more difficult for the banks this year than it was in the first half of 1952. 
Although the fall in irredeemable stocks during the first half 
Banks’ of this year was roughly the same as three years ago—a 
Investment fall of about 10 per cent.—that in short and medium stocks 
Depreciation has been incomparably more violent. In 1952, for example, 
a thirteen-year stock dropped by 5 per cent. and a two-year 
by 2 per cent., whereas this year the 3 per cent. 1966-68 stock placed last 
November dropped by 12 per cent. and the 1957 Serial Funding stock dropped 
by 3# per cent. The impact upon the banks was made the more severe by 
reason of the expansion that had taken place in portfolios in the intervening 
years—and especially, of course, by the fact that the liquidity squeeze has 
this time forced all but one of the clearing banks to make large sales, thus 
converting a significant part of the ‘ book’”’ loss into a realized loss. The 
only countervailing circumstance was the steady rise that had occurred in the 
market up to last November, so that by that time all investment valuations 
must have concealed a substantial inner reserve. 

In these conditions the half-year statements reflected a creditable achieve- 
ment. No other bank has joined the four big banks that in 1952 departed 
from tradition and valued their investments at “‘ under cost and below 
redemption price ’’-—though above the market values disclosed in marginal 
notes. The National Provincial, the three northern institutions, and Glyn 
Mills and Coutts have all been able to hold to their rule of writing down 
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investments from inner reserves so as to show them at less than market value 
(which none of them, of course, discloses). The other four have followed their 
1952 precedent. Now, as then, only the Midland and Westminster make it 
plain that the book value as shown has not been written down during the 
half-year from any source, and since the Midland has not sold investments 
during the period (presumably it had already disposed of any holding of the 
maturing Exchequer stock) the whole of its depreciation on book valuation 
is displayed. Not surprisingly, it is the largest, at £18.4 millions, or 3? per 
cent.—but this is a moderate percentage when related to the behaviour of 
the market, and the bank has intimated that last November the then book 
valuation was as much below market value as it now is above it. The actual 
depreciation over the whole period was therefore about 7 per cent. 

The Westminster’s disclosed difference between book and market values 
(reduced, of course, to the extent that the depreciation on securities sold 
has been taken as a realized loss) was 2.37 per cent., or rather less than was 
shown in 1952. Barclays and Lloyds show 2.65 per cent. and 0.79 per cent. 
respectively, but both these banks seem to have written down their portfolios 
further during the half-year—either from contingency account or from the 
(good) current profits of the period. Lloyds states explicitly that it has not 
written down from reserve fund or contingency account (but does not mention 
current profits), while Barclays contents itself with the remark that “ provision 
for the difference is not considered necessary since it is the opinion of the 
directors that in the ordinary course of business the . . . securities will realize 
not less than ”’ the book valuation. A proper corollary of this new method 
of valuation is that the banks should not only disclose the market value 
(at all events when it is below book value) but should give more information 
than has been customary about the life distribution of the portfolios. Barclays, 
Lloyds and the Westminster again state that all their Government securities 
have fixed redemption dates and that the majority mature within ten years. 
The Midland is now even more explicit: its maximum is ten years and its 
average is five. 


THE Government made two important adjustments in interest rates early last 
month. The rates at which the Public Works Luan Board lends to local 
authorities were raised to take account of the recent rise mn 

P.W.L.B. gilt-edged yields; and the rate on new tax reserve certificates was 
Rates Up raised to bring it more into line with the higher level of money 
rates. The sharpest increase in P.W.L.B. rates has properly 

been made for its short-term loans (for not more than five years), since it is in 
the short bond market that yields have risen most since the last adjustment in 
the Board’s rates was made just after the February increase in Bank rate. 
This rate is raised from 3} per cent. (which was already a postwar peak) to 
3? per cent.; even at this level, it is still somewhat below market rates for the 
short stocks. The Board has taken account of the unusual pattern of yields 
in the rest of the gilt-edged market by unifying the rates on its medium and 
long-term loans for the first time since the greater flexibility was restored to its 
rates in 1951. All advances for more than five years are now to be at 4} per 
cent.; hitherto loans for less than sixteen years have been at 3? per cent. and 
the longest loans at 4 per cent. The new rate is the highest since the war for the 
medium term loans, though for the longest category the rate of 4} per cent. 
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obtained also from February, 1952, until October, 1953. It is satisfactory to 
note that whereas the 1952 increases were accompanied by offsetting increases 
in housing subsidies, this vear’s increases have been left without any such 
cushioning. 

The rate on the new series of tax reserve certificates that came on sale on 
July 11 is 1? per cent. tax free, compared with 14 per cent. on the old series; this 
change follows two increases of } per cent. made earlier this year, after the 
January and February increases in Bank rate. The rise in short money rates 
and in yields in the bond market had outstiipped those increases, and sales of 
certificates have been flagging. In the first fifteen weeks of the financial year 
new sales have exceeded encashments by only £34.4 millions—against {137.7 
millions in the corresponding period of 1954. Arrangements have been made to 
avoid the necessity for issuing a new series of certificates whenever a change in 
rate is needed. The prospectus of this new seventh series does not prescribe 
the rate; the 1? per cent. was notified by the Treasury in the London Gazette, 
and will apply to all certificates sold until a further notification is made. Any 
new rate will, of course, apply only to new sales. 

The flexibility shown by the Government in its interest rate policy has not 
been emulated by the large private institutional disposers of finance. Last 
month the Building Societies Association recommended that its members 
should make no change in their borrowing and lending rates—which have 
been generally maintained, at 24 per cent. net allowed on shares and 44 per 
cent. charged on owner-occupier mortgages, through both increases in Bank 
rate. Despite the drain of funds that is now evidently being felt by many socie- 
ties, only a few—so far—have acted against the association’s advice. 


THE price of silver has risen further in the past month—that in London 
from 774d. to 79d. an ounce and that in New York from 89} cents to go? 
cents. [The immediate cause of the rise in the New York price— 
The Rise which still dominates that quoted:in London—has been the strike 
in Silver in the U.S. copper mines. Much of the silver produced in 
the United States is by-product metal secured in the mining of 
copper. The resulting reduction of offerings impinged upon a market in 
which silver was already in somewhat scarce supply. For some months past 
Mexican production has, in large measure, been earmarked to satisfy sub- 
stantial coinage orders from Saudi Arabia and Germany. Another important 
factor in the silver market is the cessation of “ windfall ”’ offerings of silver, 
mainly trom demonetized coins, which since the end of the war have helped 
to eke out supplies. It is especially noteworthy that offerings of Russian silver, 
which played so considerable a réle in the market last year, have now ceased. 
It is generally assumed that the Russians have disposed of their marketable 
reserves of this metal and that if they reappear as sellers in the future it will 
be merely in respect of current production. All the indications suggest that the 
world production of silver is now running well behind industrial and monetary 
demand for the metal and that it is only the appearance of unexpected offerings 
from stocks that has prevented the price from climbing higher than the present 
level. 
That level of prices is indeed at a significant “‘notch”’ in the scale. The 
New York free market price for silver of go? cents per fine ounce is midway 
between the price of go} cents at which the United States Treasury is 
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bound to purchase domestic silver and the price of g1 cents at which it 
may sell silver from its free reserves. There have as yet been no indications 
that any silver has been sold by the Treasury in the free market. But at the 
present level of prices such domestic silver as would until recently have been 
offered directly to the Treasury is being sold through the open market. 
Proposals have been considered by Congress to repeal the Silver Purchase 
Act, and if such repeal were enacted the present limitations on the free market 
would be removed. There is little prospect of such important legislation 
being passed in the next session of Congress and it would seem probable that 
in the near future the price of silver will hover between the floor and ceiling 


of the U.S. Treasury prices. 


THE Finance Corporation for Industry has now shaken off the worst of the 
embarrassments that afflicted it in its first ten years. The very fact that F.C.I. 
is intended to cater for the needs of the larger companies makes its 

F.C.I. operations more vulnerable than those of its sister institution, the 
Pays a_ Industrial and Commercial Finance Corporation designed to help 
Dividend the smaller concerns. The ventures that F.C.I. has financed have 
included some that have seemed too risky for the market 
mechanism; and some of its more important commitments have indeed justified 
the doubts of the market. Accordingly, F.C.I. had until this year to devote the 
whole of its net income to writing down the value of its investments. In the year 
to March 31 last, however, the corporation was able to show a net profit of 
£497,699 and to pay its first dividend of 6 per cent. to its shareholders. These 
comprise insurance companies, investment trusts and the Bank of England. 
The recovery in F.C.I.’s finances is attributable primarily to the fact that 

it has at length been relieved of its holding in the most costly of all its ventures, 
Petrochemicals. This company has been taken over by Shell, and F.C.1. has 
received back around half the total of {9} millions sunk into this project. The 
corporation made a number of other realizations during the year, so that no 
writing down of investments was necessary. The total portfolio of £53.9 millions 
(£5 millions less than at March 31, 1954) is now shown at cost. For its future 
activity, F.C.I. is once more looking to steel. Its substantial new commitments 
to one of the denationalized companies is understood to account for a large 
proportion of new investment commitments—standing at {32.8 millions, {143 


millions more than at March 31, 1954. 


THE Board of Trade is making a welcome move to make good one of the most 
serious deficiencies in British economic statistics. It is to collate from a large 
sample of companies details of both expenditure on capital 
Facts equipment actually made and of outlays expected to be made 
about in the year ahead. Some 650 companies, responsible for nearly 
Investment three-quarters of the total capital expenditure of all public 
companies, are to be asked each September (beginning next 
month) to submit forecasts of expected capital expenditures in the ensuing 
calendar year. Details of past investment will be collected on a quarterly basis, 
beginning this October, when companies will be asked to make returns for the 
first three quarters of this year. The enquiry next January will then establish 
the regular pattern. Summaries of the statistics will be published. 
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Gilt-edged versus the Squeeze 


important phase, even a critical one, in recent weeks. Not only in the 

City, but in Whitehall and in political circles as well, there has been 
constant discussion of the way in which monetary restraint is working, or 
should work, in conditions of full employment. This discussion showed that 
there is still, after more than three years of progress in reviving the techniques 
of the market-place, a good deal of scepticism about the feasibility, in such 
conditions, of using them as the main regulators of the economy. This 
attitude is natural to the confirmed “ planners ’’, but it has now shown itself 
again in certain sections of the financial press and in some exalted circles 
within the commercial banks. In most of these instances the arguments 
themselves, if pressed to their logical conclusions, would certainly have been 
wildly at variance with the general philosophy and convictions of their 
originators. Mostly, therefore, they have to be attributed either to muddled 
thinking or to faint-heartedness—including a shrinking from the discomforts 
that orthodox monetary restraints must put upon the bankers. Even dubious 
arguments, however, may be contagious; and there are signs that the infection 
may be spreading to the minds of the authorities themselves.* 

The starting-point of most of this denigratory argument is the proposition 
that although the monetary authorities have for four months been acting 
strictly (well, pretty strictly) according to the rule-book of orthodoxy, the 
head of inflationary steam has not perceptibly diminished, and may even have 
increased. It should be noted in passing, first, that the Chancellor has chosen 
in the meantime to risk an expansionary budget; and, secondly, that the 
head of steam would surely have been much greater still had Bank rate stayed 
at 3 per cent. and had gilt-edged retained their levels of last November. 
Neglect of these two facts makes the sceptics’ starting-point a questionable 
one; but it is easy to agree with their second proposition—that a more effective 
restraint is needed, and that a sufficient restraint is unlikely to be exerted 
without a salutary check to bank advances. These have risen during the 
past half-year at an unprecedented rate, by £289 millions compared with 
£130 millions in the corresponding period last year. In both periods the 
borrowings of the nationalized public utility industries probably accounted 
for about £90 millions—admittedly an extravagant amount, but one that 
disproves the frequently made suggestion that the voracious demands of 
these borrowers have been the principal cause of the great surge. 

The sceptics, when they appeal for more effective restraint, do not conclude 
that the medicine administered has not been strong enough, and should 
therefore be stiffened. They observe that net bank deposits have fallen this 
half-year by £386 millions, also a movement of unprecedented size, whereas 
last year they fell by only £136 millions. But, instead of seeing in this a 
proof that the medicine really does work, some of them actually present it as 
evidence to the contrary—on the ground that although it has reduced the 
total volume of money thus dramatically, advances surge upwards and 


Time “new ’’ monetary policy has been passing through an especially 











* See Note on page 73, on the measures announced on July 25. 
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inflation continues. The unprecedented disparity between the behaviour of 
advances and deposits has been made possible by the equally unprecedented 
scale of the banks’ sales of gilt-edged securities: their portfolios have declined 
during the half-year by £254 millions (owing partly to redemptions and 
writing-down, as well as outright sales). Therefore, the argument runs, the 
gilt-edged market has been sacrificed needlessly, and in vain. Or, at least, how 
foolish and how futile it would be to risk causing it any more pain. If the 
rise in yields achieved through the market’s travail has served a useful purpose, 
then surely it has already done its part, and has suffered “ enough ” ? 

In some of these arguments the wish clearly fathers the thought. An 
article in a bank review a couple of months ago actually came near to arguing 
that it was not possible for the same medicine to cause any more pain: “ if 
there is any considerable selling by the banks, the only way in which the 
market can be relieved is by means of Government support, which would 
release the pressure on the cash base which they have been at pains to build 


up’’.* Except that the phrase “ cash base ’’ has here to be read as “ ratio 
December, June, Change in First Half-Year 
£ mns. 1954 1955 1955 1954 

Deposits - ‘“ “s 6941.1 6510.4 — 430.7 — 161.0 

‘Net ’’ Deposits. . bis 6558.4 6172.7 — 385.7 — 136.3 

Liquid Assets .. we - 2381.9 1962.2 — 419.7 — 303.8 
34-3 30.1 

Cash rr - ‘i 571.3 525-9 — 45.4 —- 10.6 
8.23 8.08 

Call Money i “a 497.6 440.0 — 57.6 — 46.2 
7.2 6.8 

Treasury Bills... ie 1199.0 890.2 — 308.8 — 258.3 
27.3 £3.97 

Other Bills <a ee 114.0 106.0 - 8.0 + I1.3 

“* Risk ”’ Assets ‘a - 4250.1 4285.3 + 35.2 +166.5 
61.3 65.8 

Investments s* - 2352.8 2099.0 — 253.8 + 36.3 
33-9 32.2 

Advances .. bis - 1897.3 2186.3 + 289.0 +130.2 
27.3 33.6 


Italic figures beneath asset totals are percentages of published deposits. 


of liquid assets ’’, this sequence is impeccable; but its implication is extra- 
ordinary. If the authorities have faith in orthodox policy and are deter- 
mined to pursue it, why should anyone presume their wish to “ relieve ’’ the 
market ? The very object of the liquidity squeeze is to curtail demand, and 
if that is not achieved sufficiently by promoting a fall in deposits that is met 
by a decline in investment portfolios, orthodoxy requires the squeeze to go on 
until it becomes so costly to the banks to sell gilt-edged that they curtail 
advances instead. The further the market falls in such circumstances, the 
less ‘“‘ considerable ”’ the banks’ sales will be. 

It is true, of course, that some of the banks have already exhausted their 
very short-dated securities, so that any further sales would probably not have 
the benefit of the cushioning mechanism of the discount market’s jobbing in 
such securities, and any given amount would be likely to have a much heavier 
impact upon prices than a similar amount of very short-dated stock would 
have, or has had. Moreover, the sales of recent months must have mopped 





* Barclays Bank Review, May 1955. 
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up a large part of the surplus of liquid funds available for short-term employ- 
ment. But this does not mean that a persistence of the squeeze would so 
utterly demoralize the market that even orthodox-minded authorities might 
feel it expedient to give some relief. It would simply mean that the squeeze 
was becoming fully effective in the sense in which the sceptics want it to be 
effective. If the authorities continued to follow the rule-book, the very 
tenderness of the market—precisely because it was not relieved—would keep 
the banks’ sales relatively small and their squeeze upon advances correspond- 
ingly tight. The supposition that the continuance of orthodoxy would put 
the gilt-edged market into dire straits, and yet still fail to put effective restraint 
upon the economy, is quite unrealistic. 

When due weight is given to these considerations, it will be seen that 
much of the heterodox argument that has been heard in recent weeks stems 
not from any real belief that orthodoxy is a spent force, or one that works 
in the “‘ wrong”’ way, but precisely from the demonstration that it is not 
only a very powerful force but one that is just beginning to work in the 
“right ’’ way. In other words, it has lately reached the point of threatening 
such pain to the bankers as to make it impossible for them to avoid any 
longer the difficult task of putting a firm check upon their borrowing customers. 

Since a substantial part of the advances actually taken up in any given 
period reflect drawings against limits granted in an earlier period, a tightening 
of lending standards must always take time to show its effects. The 
proportion of short-term transactions, and of other types of business, 
including personal borrowings, that the bankers may regard as more readily 
curtailable has certainly been much smaller since the war than it was in 
former times of flexible money. This implies that whenever a squeeze is 
needed there must always be a preliminary phase in which the banks are 
meeting it mainly by selling short-dated securities. But the banks have this 
time been troubled by many considerations besides the time-lag. Most of 
them regard it as not only embarrassing, but actually improper, to curtail 
facilities for “‘normal”’ or “ legitimate ’’ business, and regard almost the 
whole of their advances as falling within this category—despite the obvious 
fact that they are sustaining the economy in overfull employment. 

Moreover, they seem to make the implicit assumption that Government 
policy, by whatever route it proceeds, will never really curtail the excess of 
demand to the point at which there would be a clear increase in business 
risks at the margin. Full employment with its atmosphere of abounding 
confidence makes almost all lending risks seem equally “‘ good”. By the 
ordinary banking tests, therefore, many bankers see no reason for checking 
advances—even though they may agree that it is in the national interest 
that they should be checked. The bankers therefore regard themselves as 
the unfortunate instruments of national policy. They are anxious to avoid 
the blame for the excess of advances—as they are entitled to do, on the 
ground that-the excess of demand (whether generated by advances or through 
other channels) would never have reached this pitch if official policy had 
applied the orthodox restraints much sooner. And they are equally anxious 
to avoid the odium of cutting back the excess now. 

At this point the two lines of heterodox thought meet. From the one side 
it is argued that it is time to lift the threat from the gilt-edged market: that 
since the policy of striking at the total volume of money has “ failed ”’ to 
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hit advances, it 1s necessary to strike direct at advances instead. But such 
a blow cannot be delivered by any orthodox method: “ direct’ action is a 
synonym for the planners’ technique of “‘ requests’’ and exhortation. On 
the other line are the bankers’ anxieties that the blame should be “ put 
where it belongs ’’, and their difficulties in deciding which advances to cut, 
and how to cut them. The bankers who have argued thus may not have 
been intending actually to plead for a firmer “ directive ’’ and a new list of 
priorities; but that was the only logical meaning of such arguments. 

When these two lines came together last month, some commentators 
professed to discern a third converging line—by counting up the reasons 
that might make such a dénouement desirable to the authorities themselves. 
The needs of the funding and re-financing programme, for the utilities and 
the Serial Funding stock that matures in mid-November, seemed to make a 
formidable tally. Although the authorities must surely know that a retreat to 
“ directives ” or “ persuasion *’ would be almost tantamount to conceding that 
orthodoxy had indeed failed, many people believed them to be already drifting 
that way. This impression sprang partly from the one overt and public act 
by the banks collectively. At end-June the Committee of London Clearing 


Bankers, through its chairman, Lord Aldenham, and its deputy chairman, Mr. | 


D. J. Robarts, wrote to The Times pointing out that the national interest 
makes it necessary for the banks to restrict their advances, and they have 
had to be, and must continue to be, more stringent in their attitude in 
regard to advances to customers, large and small alike, however reasonable 
those advances would be in normal times 

and expressing a hope that customers would “ co-operate with the banks by 

keeping their credit requirements as small as possible ”’. 

This letter, partly because it followed the precedent of 1951, when Mr. 
Butler did issue a new directive, was suspected of being the first step in a move 
by him to replace orthodoxy by exhortation. It has since been seen to be 
simply an effort by the banks to escape the odium of any pressure they do 
now impose upon advances. The Chancellor affirmed categorically that, 
except for his action when hire-purchase restrictions were reimposed last 
February, he had made no “ specific requests ’’ to the banks about advances 
policy; that the letter was written on the bankers’ own responsibility; and 
that he had welcomed it “ shortly afterwards ’’—because it “‘ showed their 
intention of operating the credit squeeze properly ’’. Except for the tiny 
deviation implied in that one word “ properly ’’, this seemed to confirm the 
Chancellor's trust in the techniques so far employed—especially as he reiterated 
the importance of “‘strict monetary control’’, and backed up these protestations 
of faith by raising both the rates charged by the Public Works Loan Board for 
loans to local authorities and the rate allowed on new Tax Reserve Certificates. 

Unfortunately, while the policy at these points still seemed clear and 
orthodox, some inconsistency has developed in its application in the gilt- 
edged market. A proper use of the interest weapon certainly requires it 
to operate throughout the economy. This implies that the nationalized 
public utility industries should not only have to pay the full appropriate 
rate for their borrowings from the banks but that they should not use such 
borrowings for long-term finance; banking facilities should be used solely for 
temporary bridgings of reasonable gaps between market issues, and those 
issues should not, as they have done ever since the nationalizations, lag con- 
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sistently behind the spendings. It was right, therefore, to recognize the 
need to reduce the present hugely inflated advances—those for gas stood at 
{70,940,000 at July 5, and for electricity at around {125 millions. But the 
driving of these bodies into the market will not, at least in the short run, 
cause them to reduce their expenditure programmes, nor is it likely that the 
resultant rise in gilt-edged yields, if permitted to take place, would quickly 
call forth any corresponding volume of new savings from other sectors of the 
economy. Therefore, even though these advances are funded, there must 
remain virtually the same need as before for restraint of other advances. In 
other words, if the Chancellor intends to rely for this restraint upon the 
orthodox weapons, the pressure upon bank liquidity needs to be kept just as 
strong as was deemed necessary before—unless he is prepared to raise Bank 
rate to whatever extent is needed to cut down demand for advances at its 
source. Yet any such funding operation must raise the liquidity ratio. In 
principle, it would therefore require the authorities to sell securities in order to 
force the ratio down again. 


CONTRADICTORY TACTICS FOR GAS LOAN 


This dilemma is inherent in the whole sequence of official issues that 
must be made this year. If the authorities were dismayed by the technical 
difficulties it presents, and yet were convinced of the need to keep up the 
squeeze on bank liquidity, it might have been expected that they would 
have tried to keep the issues to a minimum, would have judged the liquidity 
principle to be more important than the funding, and so would have tried to 
persuade the banks to let the utilities’ advances run up still further. The 
terms of the £100 millions Gas loan placed last month show that they have 
adopted precisely the opposite course—by creating the very maximum threat 
to the liquidity squeeze. The issue took the form of a further tranche of the 
4 per cent. stock, 1969-72, issued two years ago; and the issue price of 98 
was obviously intended to be precisely in line with that of the existing stock, 
but actually proved to be the equivalent of about 2 point above it. Even 
on the intended footing the stock would scarcely have been attractive— 
despite the encouragement that the month’s rumours had given to the view 
that the market had touched bottom. As it was, the whole, or virtually 
the whole, had to be taken by the “‘ departments’. Unless and until the 
departments sell stock to an amount equivalent to their payments on these 
subscriptions, the effect will be not only to reduce bank advances but actually 
to raise the banks’ liquid assets; and even when this equivalent amount has 
been sold (so that the fall in advances is balanced by a fall in deposits) the 
liquidity ratio will still show a net gain. 

By themselves, such tactics might not in practice do as much damage as 
their inconsistency might imply—if only because the instalments on the loan 
are spread until early December. Even if there were no compensating 
departmental sales, the resultant strengthening of the liquidity percentage by 
mid-August (just after the banks’ make-up for that month) would be of the 
order of 3 per cent., while by December, after allowing for the effects of new 
expenditures by the Gas Council, it would be rather less than 14 per cent. 
But other factors, apart from seasonal ones, are likely to be raising the 
liquidity ratio simultaneously. If the authorities were not already prepared 
to adopt similarly soft tactics in subsequent operations, it would be the more 
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surprising that they had chosen to open the series in this fashion. Since Gas 
has been forced into the market, it must be presumed that Electricity will 
soon follow, for a substantially larger amount. ° And between now and the 
early autumn the {724 millions of Serial Funding stock must be re-financed; 
in present circumstances this is likely to be a particularly difficult issue to 
replace without some increase in floating debt. In short, if the precedent 
of this Gas issue is followed, the eventual softening of policy may be con- 
siderable—while the issues are in progress. By that time the authorities 
may find that they need to make the market dance to a very different tune, 
just as they did within a few weeks of the issue of the 2 per cent. Exchequer 
stock at end-November last. That stock is now quoted at under 912. 

The most regrettable feature of the Gas loan tactics is, indeed, the 
confusion they are bound to cause. The official softness lent support to 
the hope that the market has reached its turning-point; and the authorities 
might even be right in their presumed calculation that they can sell more 
stock on a rising market than they could do if the market fell further—and 
that the eventual easing of the liquidity ratio might actually be less by this 
route. But sales of stock, and the associated repayments of floating debt, 
that are achieved because the market is first deliberately relieved from 
pressure and then is tempted upwards, are of no virtue for monetary policy, 
however skilfully the tactics may serve the interests of the official borrowers. 
They ignore the basic fact that, if the monetary mechanism is to work as a 
flexible market, the sanction imposed by any given strain upon bank liquidity 
is a function of the trend of the gilt-edged market. 

The effects of any given rise in the liquidity ratio will be in some degree 
neutralized if the gilt-edged market is falling; similarly, the effects of a fall 
in the ratio (or, rather, correction of a rise) achieved by the methods instanced 
above will be neutralized automatically. If, therefore, there is not already a 
sufficient momentum behind the banks’ new-found intention to be “ more 
stringent ’’ towards borrowers, the gilt-edged market may have to pay the 
price eventually. In the meantime, it should be remembered that an effective 
squeeze upon advances is bound to have some repercussions upon gilt-edged 
—unless and until the potential borrowers sufficiently prefer to cut expenditures 
rather than to seek alternative finance through all other available channels. 
Official management might be able to resist such repercussions on the market 
for a time, but the gamble would not succeed in the end unless the condition 
of the national economy steadily improves—in spite of the inconsistencies of 
official policy. 

The best immediate hope is that the gilt-edged policy will not in fact 
prove to be so much at variance with the apparent intentions of credit policy 
as now seems likely. Otherwise, the chances of maintaining a sufficient 
credit squeeze by orthodox devices must rest upon the fact that at mid-June 
the banks’ liquidity ratio was still no more than 30.1 per cent.—and upon 
constant reminders to the banks that unless the ratio can be built up very 
substantially in the second half of this year, it will be almost impossible to 
prevent it from dropping far below the conventional minimum during the 
seasonal pressure in the new year. It is questionable, however, whether that 
could be a sufficient sanction unless associated with a further rise in Bank rate 
—which would make nonsense of the soft gilt-edged policy. 
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Sterling under Strain 


In the official market the rate against the dollar has remained almost 

persistently under $2.78) and the discount on forward sterling has 
widened sharply—from about I}c. against three months’ dollars in early June 
to about 2%c. by late July. Here is clear evidence of a volume of selling and 
of official support far larger than is normal at this season. This weakness 
has been both the cause and the effect of anxiety about the ability of sterling ~ 
to withstand the seasonal pressures without further serious erosion of the 
gold and dollar reserve. The new pressure, however, does not seem to spring 
from any general assumption that the trend of the sterling area’s current 
balance of payments is more threatening than was previously supposed. 
Unquestionably, it stems mainly from the rumours that have been spreading 
outwards from the Continent ever since the June meeting of the O.E.E.C. 
ministerial council. 

Overseas observers have been postulating that a general move to converti- 
bility may follow the September meeting at Istanbul of governors of the 
I.M.F.; that sterling’s move to convertibility will be associated with a widening 
of the permitted range of rate fluctuations; and that, since these steps would 
coincide with the seasonal pressure, a fall in sterling below its present limit 
of $2.78 would be inevitable. 

A more extreme and more damaging rumour has also sprung from a 
complete misunderstanding of the tenor of the Paris discussions—from a failure 
to realize that the possibility of giving the sterling rate a greater flexibility 
was mooted solely in the context of, and as a condition for, a further (and 
simultaneous) move to convertibility. The nature of these discussions, and 
of Britain’s attitude, was surveyed in detail in these columns last month, in 
the course of an analysis of the pros and cons of flexible rates.* There is no 
need to recapitulate these arguments; but it must be reiterated that the 
discussions have not embraced any suggestion that a widening of the range 
for sterling fluctuation might be an isolated act. The suggestion in Paris. 
was simply that, if and when sterling becomes fully convertible, the authorities. 
may need this additional defensive weapon. Had this point been fully 
appreciated—as it would have been if news of these discussions had not been 
left to depend mainly upon mere “ leakages ’’—the rumours would surely 
have been much less damaging. As it is, there is the greater scope for overseas. 
observers to argue that, if Britain is now prepared to toy with a flexible rate 
as a contingent future possibility, it might later regard it as a convenient 
way out if the underlying position of sterling were to worsen really seriously. 
Convertibility (plus flexibility), so this dangerous argument runs, is a step 
that can be taken deliberately from a position of strength—or, almost 
involuntarily, from a position of grave weakness. 

Mr. Butler, under fire from the Opposition last month to dispel these 
rumours, reaffirmed that convertibility must depend upon the familiar “ pre- 


* «Sterling Fixed or Flexible ?’’ in THE BANKER for July, 1955. 


[ in tne G the past month sterling has again been under sustained pressure. 














86 THE BANKER 





requisites ’’—one of which is “a sound internal economy’’. And he added 
that “‘ the state of the internal economy at the present time wants a certain 
degree of tightening up’. In other words, convertibility is a step to be taken 
from a position of strength, which the present position is not—quite aside 
from the question whether the external “ pre-requisites ’’ could be regarded 
as satisfied. The Chancellor considers that, this being so, there should now 
be “‘ no reason for further rumours or stories’’. Unfortunately, the rumour- 
mongers can never understand why a finance minister cannot deny each and 
every rumour that is untrue. The fact, however inevitable, that Mr. Butler’s 
statement did not cover all the ground will still leave room for damaging 
rumours—until the underlying position of sterling demonstrably improves. 

Needless to say, the recent pressure on sterling has not been confined to the 
dollar rate. Some of the continental currencies, notably the Swiss franc 
and the German mark, have also been very close to their upper limits in 
terms of sterling, and the Exchange Account has given support by offering 
these currencies as well as dollars during the course of the past month. The 
extent of these losses will be revealed by the statement of the movement of 
the reserves in July, due just after this issue of THE BANKER appears. The 
sterling area’s experience in June, when the present adverse influences began 
to emerge, provides a discouraging portent. The reserves fell by $6 millions 
—and the deficit on direct dollar account reached $28 millions, bringing the 
total deficit in the normally favourable second quarter to $88 millions. 
Further, a deficit of £34 millions was incurred with the European Payments 
Union in the month, loading the July balance with a payment of $5 millions 
in settlement. 

The unusually strong cross-currents that have been present in the exchange 
markets in the past month or two have disguised the fact that the seasonal 
sales of sterling area commodities have mostly been remarkably good. Out- 
side demand has been rather better than the average in the four preceding 
years. A large stimulus has naturally been imparted by the high level of 
industrial activity in the United States and in the continental countries. 
The volume of purchases by these countries of sterling commodities such as 
copper, tin, rubber, and manganese has been well above that of 1954 and 1953, 
and prices have been rising. The prices of certain basic sterling foodstuffs, 
most notably tea and cocoa, have admittedly not held the high levels achieved 
last year; but on the whole it seems likely that the total of the sterling area’s 
exports to the non-sterling world will be markedly larger this year than last. 

The impact of these exports on the gold and dollar reserve, has, moreover, 
been accentuated by the virtual disappearance of commodity shunting. Ever 
since the Exchange Equalization Account was allowed early this year to 
intervene in the market for transferable sterling, the discount on this sterling 
has remained so small—at around 1 per cent.—that the incentive for con- 
tinental merchants to pre-empt sterling area dollar exports for resale themselves 
has been all but eradicated. That initial intervention cost the Exchange 
Account some valuable dollars—the first coup is estimated to have involved 
about $15 millions; and the ending of the shunting operations may have been 
partly responsible for the deterioration of Britain’s balance in E.P.U. But the 
accretions to the reserves from the ending of the diversion of the dollar proceeds 
of exports into foreign hands must have been immeasurably greater. At the 
same time, the marked rise in imports into the overseas sterling area (and 
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especially Australia) that was an important factor in the weakness of sterling 
last autumn and in the early spring appears to be slowing down. 

Whilst the overseas sterling area has thus achieved a good recovery in its 
dollar and other foreign currency accounts, the United Kingdom has been 
doing rather less well. The trade accounts for April and May did appear to 
reflect some improvement over the sharp deterioration of earlier months; but 
in June the strikes—and particularly, of course, the dock strike—played havoc 
with the accounts. Imports were actually some £4 millions larger than in 
May, whilst exports slumped by {92 millions to £157 millions, the lowest 
monthly total since 1950. This contrast is largely explained by the fact 
that the stoppage in the docks was not complete. The available labour force 
of the Transport and General Workers Union men tended to be concentrated 
on the task of emptying the incoming ships; perishable foodstuffs had to be 
unloaded, and every effort was naturally made to avoid the cost of sending 
ships away full. It should be noted, however, that officials believe that but 
for the strike imports might have risen by considerably more. 

The effect of these distortions on the payments accounts will be by no means 
as drastic as the trade figures suggest, since delayed exports may be expected 
to be cleared in coming months. Nevertheless, the June strikes can be said 
to have contributed a considerable addition to the pressures that were already 
bearing on sterling exchange. The strain was in part of a direct commercial 
character, caused by the retardation of exports (most of which are paid for 
only against the delivery of documents). But it was also psychological. 
Foreign merchants and holders of sterling from the first took a more pessimistic 
view than did Britain’s equity markets of the damage caused by the strikes to 
Britain’s already strained balance of payments and to its competitive capacity 
in world markets. This was indeed the original foundation of the bear view 
of sterling, more recently so strongly reinforced by the rumours about exchange 
policy. 

It is, then, the speculative influences, the familiar “ leads and lags’’, 
that are the dominant cause of sterling’s weakness. It has been apparent 
that every importer in the sterling area who has an authorized dollar com- 
mitment to meet has covered his exchange at the earliest opportunity. During 
recent weeks there have been considerable purchases of dollars in respect of 
grain and tobacco shipments, which normally would not be covered until the 
months of September or October. At the other end of the scale, the sub- 
stantial contracts for the sale of such sterling commodities as base metals, 
jute, rubber and tea recently made with buyers in Europe and North America, 
have not been accompanied by the usual forward purchases of sterling. The 
exchange commitment is being left open to be covered at the last possible 
moment. 

This distortion of the normal timing of payments to and from the sterling 
area has, of course, strengthened the technical position of sterling—as does 
any adverse speculative movement. The fact that the autumn pressure on 
sterling is this year being appreciably anticipated could work in sterling’s 
favour in coming months—though this gain could be swamped by the psycho- 
logical pressures if general confidence remains low. At the same time, the level 
of London money rates makes postponement of the cover of sterling commitments 
by the use of London credits both difficult and expensive; this tends to set a limit 
beyond which the semi-speculative “‘ bearing ’’ of sterling is unlikely to proceed. 
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During the past month sterling has also lost whatever help it may have 
secured from the earlier inflow of foreign funds attracted to London for short- 
term investment. The interest differential between London and other foreign 


centres, such as New York, Amsterdam and Zurich, remains high—but the 


premium on forward exchange has now generally risen so far as to offset this 


differential if the exchange is to be covered. The difference between the 


return on new three months’ Treasury bills in London and New York is now 
just over 2} per cent.—but the cost of exchange cover for an American 
bank (expressed on an interest basis on the spot rate) would be over 3 per cent. 

The extent to which the attraction of foreign funds earlier in the year 
gave support to the spot rate for sterling and to the dollar reserves is still 
a matter of considerable discussion in banking and foreign exchange market 
quarters. It can be safely assumed that the whole of the money sent to 
London for interest arbitrage on American, Canadian, Swiss or other foreign 
account was accompanied by appropriate forward sales of sterling. A London 
bank that took up this sterling would at the same time cover its (net) forward 
commitment to supply dollars by a forward purchase of dollars. Even if 
all purchases of forward sterling could not find their counterpart in the 
forward market, it is most unlikely that the London bank covering the 
arbitrage institution would leave its own position uncovered. It would 
cover itself immediately by buying dollars spot—at least for a time. At the 
first possible opportunity it would “ straddle ”’ its position, selling spot dollars 
and buying some dollars forward, so as to keep its global exchange position 
roughly in equilibrium, if not perfectly balanced in dates of delivery and 
receipt. 

If all arbitrage balances were covered in this way, the inflow would not 
—for reasons detailed in an article in the June issue of THE BANKER—have 
any effect whatsoever on either the spot rate or on the reserves. There are 
instances, however, in which interest arbitrage can have such effects. This 
will be the case if, for example, the forward sterling is sold by the investing 
institution to a person or institution taking the view that sterling is likely to 
rise against the dollar and other currencies over the ensuing three months, 
and hence leaving his or its own position uncovered (i.e. making no spot or 
forward purchases of dollars). The effect of the inflow of money to London 
both on the spot rate for sterling and on the reserve will then be immediate. 
In three months’ time, equally, the counterparty to the forward sale of sterling 
will have to enter the market as a seller of sterling, and as he will have no 
covering dollars to sell with it, a corresponding adverse effect on the spot 
sterling rate and on the reserve will then make itself felt. But as it is unlikely 
that any of the forward sales of sterling by the banks and institutions that 
sent money to London in the spring were taken up in this way—since that 
would have meant that other institutions were prepared to run uncovered 
“bull ” positions in sterling—there is no reason to suppose that present strains 
are being worsened by the sale of sterling to meet such uncovered commitments. 

A less direct way in which the covered arbitrage of past months could 
have affected the reserves and the spot rate would have been through its 
effect in weakening the forward sterling rate, and hence encouraging forward 
purchases of sterling for commercial purposes that are normally covered by a 
spot purchase of sterling. There is some elasticity in the commercial demand 
for forward sterling. In the main this demand is determined by views of the 
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future behaviour of the spot rate; in April and May, 1954, for example, every 
conceivable forward need for sterling was being covered as early as possible 
in the expectation that sterling might be allowed to appreciate. The extent 
of the discount on forward sterling may, however, also have some effect on 
demand. In so far as the widening of the discount caused by the covering of 
interest arbitrage in London encourages some forward buying of sterling that 
would not otherwise have taken place, the reserve and the spot rate will be 
fortified by the associated covering spot purchases of sterling. But it is unlikely 
that much extra forward buying of sterling was encouraged in this way— 
if only because of the adverse influence of the expected trend of the spot rate. 
All in all, therefore, the flow of foreign money to the London market since 
March appears to have had comparatively little initial benefit—and to have 
involved correspondingly little present strain—on the gold and dollar reserve 
or on the spot rate. It was, of course, the major reason for the widening of the 
discount on forward sterling—until the recent wave of distrust actually carried 
that discount beyond its interest parities. 


Some relief to sterling has been afforded by gold bullion operations since 
the beginning of the year. The Chancellor announced last month that in the 
first half of 1955 imports of gold bullion—which are quite distinct, of course, 
from net purchases by the Exchange Account—reached 8.3 million ounces, 
with a value of about {104 millions. More significantly, he revealed that, of 
this, about 1.4 million ounces, valued at £17 millions, came from the Soviet 
Union. This compares with imports of £16 millions in the first half of 1954, 
and none in the second half. Most of this gold was sent to help the recon- 
stitution of Soviet sterling balances depleted by purchases of capital and 
consumer goods from the sterling area and other non-dollar countries. It is 
probable that a substantial proportion of this gold arrived in the United 
Kingdom by way of a continental intermediary, since the Russians like to 
sell their precious metals against transferable sterling, to get the benefit of 
the discount. 


PORTENTS IN SECURITY STERLING ? 


The weakness in the official sterling market of the past month has not 
been fully reflected in the market for transferable sterling. This conjuncture 
is in striking contrast with that in past phases of sterling weakness, when the 
transferable market has taken the worst blow. The discount on transferable 
sterling has been kept at about I per cent. without apparent official inter- 
vention. This free market for sterling has received consistent support not only 
from the Soviet Union, but also from Middle Eastern quarters. This has 
been mainly a result of the higher rate recently quoted for security than for 
transferable sterling. Until that quite abnormal relationship between these 
two types of sterling was established, Middle Eastern countries used to convert 
their dollars into sterling through the market for security or “‘ switch ”’ sterling. 
Now they tend to use the market for transferable sterling for this purpose. The 
strength of security sterling has been caused by American buying of British 
equities—a movement that has begun to wane in consequence of the rumours 
of a possible freeing of sterling, which have reminded the non-residents con- 
cerned that the exchange risk involved in buying sterling securities can offset 
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a very considerable part of the prospective gain from capital appreciation. 

But while the rate for security sterling has fallen to a discount of about 
I per cent., the premium quoted in London on United States securities 
narrowed last month to a mere 4 per cent. This is all the more remarkable 
in the light of the fact that the Treasury announced that its initial sale of 
some $15 millions of American securities taken over from British investors 
in the war was recently completed and that another $15 millions worth are 
now being offered to private investors and institutions in this country. These 
operations do, of course, increase the amount of re-investible dollar income in 
private hands. It thus appears that demand for dollar securities is no longer 
strong. Soon after the end of the war investment trusts and other insti- 
tutional investors in Britain began to repair the gaps in their dollar investments 
that had been caused by wartime vesting orders. A cursory analysis of the 
balance sheets of these institutions suggests that these gaps have now in 
large measure been filled; the dollar securities sold during the war on the 
American markets for about $400 millions have in large part been made good 
by fresh investments since then. 

The fact that the premium on dollar securities, which in 1951 stood as 
high as 23 per cent., should have been narrowed to only 4 per cent. in spite 
of these substantial purchases betokens a strength of sterling appreciably 
greater than its recent behaviour in the official market would indicate. This 
is also suggested by the fact that both transferable and security sterling are 
quoted so close to the official rate. The crucial need, therefore, is to restore 
confidence—by convincing overseas opinion that the Government’s domestic 
policy will be as firm as is necessary, and that its external policy will not 
countenance any change in sterling’s status until all the “‘ prerequisites ”’ are 
satisfied. 





British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


O enthusiastic were the Victorians about their Gothic styles that they 
Soo only carried them out in every conceivable material, such as wall- 

papers, and for every conceivable purpose, such as London pubs; they 
carried them everywhere geographically, even to such unlikely places as 
India. So it is hardly surprising to find the style turning up in the Channel 
Islands, foreign as is their general air. The architecture of Jersey is, indeed, 
quite a mixed bag. Much of the island’s charm certainly stems from its 
decidedly un-Victorian features—stuccoed houses often painted in bright 
colours, and with shutters and roofs of red pantiles. For the architectural 
visitor other interesting features include the Hermitage of St. Helier, the 
patron saint of the island, and Marine Terrace, where Victor Hugo lived 
during the 1850s. 

Few Victorian Gothic banks have in fact been drawn in this sketchbook. 
The last one was the branch of the Bank of Australasia behind the Bank of 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
Westminster Bank, St. Helier, Jersey 


England in Lothbury; the similarity to a Venetian palace is apparent also in 
the case of the St. Helier branch of the Westminster Bank. But this building 
has been carried out with far less e'aboration; there are no balcony windows, 
and the light brown stone has been left with a rough face. 
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Disinflation through Coal ? 


HE shock produced by the unprecedented increase of 18 per cent. in the 
price of coal in the middle of last month is still reverberating through the 
economy. Any increase in the price of coal at any time is of major 
significance; for coal still maintains a key place at the very base of the cost 
structure in Britain, even dominating the price of the major alternative form 
of power. Present circumstances, moreover, make this formidable increase— 
it is expected to provide the Coal Board with £118 millions in a full year— 
appear more than ever menacing to British industry. On a broad estimate 
of the total domestic industrial demand, it is expected to add some £40 millions 
annually to industry's coal bill; and this burden is to be superimposed upon 
increases in other costs that must have already been threatening profit margins 
in many industries and the competitiveness of British exports. 

In the first half of 1955 wage rates have risen by over 5 per cent., which 
is twice the rate of increase experienced in 1954 and actually the largest, for 
so short a period, since the war. Awards made in the first five months of 
the year have added nearly £4 millions to the weekly wage bill, or the equiva- 
lent of £200 millions in a full year. Railway freights were increased by 
upwards of 74 per cent. in May, and the wage awards made to railwaymen 
after the strike, quite apart from this rise in coal prices, could entail still 
further increases in freights. There has also been a marked increase in the 
prices of imported materials, which in recent months have been steady at 
4 per cent. above the average for 1954. 

Plainly, there is a danger that this conjuncture will produce yet another, 
and more severe, twist in the spiral of cost-and-wage inflation. But it should 
be said at once that this increase in the price of coal, alarming though it may 
be, was not only imperative but long overdue, because the coal was being 
supplied at a loss. However much the efficiency of the Coal Board may be 
open to challenge, it was fantastic, in a free economy, to continue to encourage 
extravagance in the use of coal—the scarcity of which is one of the biggest 
threats to the hopes of an expanding economy—by selling it below cost. 
This move towards an economic price, though it weighs upon costs, does not 
put a new weight upon the British economy; it merely puts the existing burden 
of costly coal where it properly belongs, and reveals its full extent. What is 
important now is that the threat of an accelerated cost inflation should be 
taken up as a challenge—to the ingenuity and enterprise of British industry 
in combating the rise in costs, and especially to the determination of the 
Government to hold fast to the principles of disinflation it professes. 

There may be, indeed, some room for hope that the Government will rise 
to the occasion, for it presented this coal price increase as a disinflationary 
device—and thereby caused much confusion, since the public found it hard 
to understand how the Chancellor could fairly bracket such a move with the 
increases in interest rates by the Public Works Loan Board and on Tax 
Certificates. Disinflationary it certainly will be in the short run; and it is a 
mark of the Gevernment’s determination that it has enforced it. The question 
is whether that determination extends to ensuring that it will not be inflationary 
in the long run. Unless policy is very firm, the short run could be very short 


—and the long run horribly long. 
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The problem is so vital to the economy, and so illustrative of the principles 
of using the market mechanism to sustain equilibrium, that it is worthwhile 
to try to sort out, step by step, the paradoxes that trouble the ordinary 
observer. The essential principle is that the rise in price of a commodity 
will curtail demand for that commodity or other commodities unless and 
until the spending power of the public rises correspondingly. The more 
“basic ’’ the commodity the surer will be the pressure for such adjustments 
in spending power—mainly in the form of demands for wage increases— 
because the original price-rise will then more quickly communicate itself to 
other basic and secondary commodities. So long as the adjustment is pro- 
ceeding, the net effect will be disinflationary, though to a diminishing extent. 
The special danger is that this movement, once vigorously started again, will 
acquire a momentum that turns it into a spiral that goes far beyond mere 
“adjustment ’’. It is at this point that disinflation gives place to active 
inflation. And the only means of stopping it at this point is by the firmness 
of economic policy in its widest sense. 

In the present context this means that if the initial disinflationary impulse 
is to be retained for long, the monetary squeeze must so restrain total demand 
as to prevent or delay the full adjustment of public spending power. In 
other words, it must create such a business atmosphere as will ensure that 
some at least of the “‘ consequential ’’ wage demands will be deferred or 
abandoned; or, if made, will be rejected in whole or in part. Alternatively, 
the aim might be to get the benefit of the disinflationary impulse only during 
the adjustment phase. In that event, the authorities would try to keep the 
monetary squeeze just firm enough to permit “‘ consequential “’ adjustments 
while stopping cumulative ones—which would be a much more lenient 
exercise, but also a much more tricky and dangerous one. If successful, it 
would have secured a purely temporary reduction in domestic demand and 
would have got rid of some damaging artificialities in basic prices—but these 
not insubstantial advantages would have been reaped at the expense of the 
consolidation of a general rise in British costs. In present circumstances, 
sterling hardly seems in a condition to afford such a bargain as that. 

If this reasoning is applied to the problem of the increase in coal prices, 
the first effects are readily predictable—in principle, though not in amount. 
Upon the personal consumer the immediate impact will be disinflationary. 
xcept to the extent that he reduces his consumption of coal (or of gas and. 
electricity, which are quickly rising consequentially) he is forced to spend 
less on other things—unless, indeed, he finances the whole of his extra fuel bills 
by running down savings. Unfortunately, no such immediate disinflationary 
effect will be imparted through most other sectors of the economy, though a 
somewhat comparable process may operate through the repercussions on 
certain types of investment projects. 

Manufacturers and others whose costs are raised will not ordinarily be 
able, or even willing, to raise their selling prices forthwith. Their position 
then will be comparable, in principle, to that of the Coal Board before the price 
increase. They will be selling their goods too cheaply, thus encouraging an 
excessive consumption of them; and this excessive consumption will be 
matched by a decline in savings, through the strain put upon manufacturers’ 
profits. Unless this strain is so severe as to provoke a quick reduction in 
dividends (which would be most unlikely), or to drive the manufacturer to 
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reduce capital expenditures or contrive other means of economy, no dis- 
inflationary influence will be exerted. But as soon as manufacturers make 
countervailing increases in selling prices, the effect on consumers is dis- 
inflationary in exactly the same direct way as is the initial increase in the 
coal price. The immediate disinflationary effect of the whole process is thus 
the greater the more swift is industry's reaction in passing on the burden to 
the consumer. Equally, of course, the greater will be the risk of a rapid 
growth of pressure for increases in money incomes to make good the inroad 
into real incomes. The task of monetary policy must be to keep this counter- 
vailing inflationary process as small as possible. If it can restrain it, a further 
disinflationary force will be enlisted, because manufacturers will then doubt 
their capacity to pass on increases in costs, and—especially if the money 


squeeze restricts their finances—they will be obliged to seek genuine cost 


savings, or to reduce output. 
The net outcome, therefore, turns mainly upon the extent to which the 


secondary inflationary influences on wages offset the primary and secondary 
disinflationary impacts on consumption. If the general economic climate is 
favourable to the demands of the unions, wages will tend to follow in the 
wake of prices—and the familiar spiral will twist again, the more rapidly as 
the disinflationary element in each increase in prices is swamped by the 
secondary wage increases. If the economic climate does not favour the 
bargaining ability of unions in each and every trade to make good the loss 
in real income of their members, the net disinflationary effect should be 
equally certain—and will be immediate. Whether the price mechanism works 
for good or ill therefore depends largely on the success of the Government in 
achieving a climate of this kind. 

No one would suggest that such a climate exists already. At I per cent. 
unemployment, booming overtime and growing vacancies, the bargaining 
power of the unions is inevitably strong. And recent months have shown 
how firmly that power may be used. The experience of recent years suggests, 
however, that the situation could be materially changed by a quite modest 
injection of disinflation—conceivably by little more than the continued 
application of the present pressure of tight money. It may be that no 
Government is yet prepared deliberately to produce a climate of genuine 
disinflation, in the sense of stopping the “ creep ’’; but it does appear that 
the relationship between wages and prices is not so rigidly uniform as it was 
in the early post-war years. 

The revival of the principles of the market place has indeed had its effects 
on the unions, too—as have a more rigorous attitude on the part of public 
opinion and, quite recently, a firm stand by a public employer. The unions 
are again tending to see the limits—and the potentialities—of their claims 
essentially in the ability of the employers to pay. Hence the acceptance of 
the by no means generous rail settlement. Hence also the upsurge of suc- 
cessful wage claims in the past half-year, following a period in which prices 
had been exceptionally stable but in which the economy showed every out- 
ward sign of prosperity. This contrasts significantly with, for example, the 
relative stability of wages in the first half of 1952—-when prices were rising 
quite fast (partly on account of the reduction in subsidies), but when 
businesses were quite evidently in no position to stand higher wage claims. 
At that stage, therefore, the Government did indeed succeed in retaining for 
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a time the disinflationary effect of a rise in prices resulting from a cut in 
subsidies. And it did so because there was a general climate of disinflation. 
Admittedly, this climate was not produced wholly—and perhaps not mainly 
—by deliberate domestic policies. A big disinflationary effect was exerted 
upon Britain by the cut in imports made by Australia and by other large 
overseas buyers. 

There is no prospect that Britain will similarly “ import’ disinflation 
to-day; it has to be manufactured at home, by the deliberate squeeze of 
monetary policy. As the Government has found in other spheres, the policy 
of freedom permits of no falling back at selected points. Once it has sanc- 
tioned a price increase as large and as fundamental as that just made in coal, 
it must, if it is to preserve stability, consolidate the disinflationary tactic 
into a successful manoeuvre by a wide strategy that is adequately disinfla- 
tionary too. That is the challenge of the coal price to the Government. 

The rise of three points in the cost-of-living index in the month to mid- 
June must inevitably be followed by further increases reflecting the higher 
prices of coal and power. Only by courage and firmness can the Government 
ensure that these increases will indeed play a part as disinflationary weapons 
instead of threatening a really serious rise in costs and a new spiralling of 
inflation. 

Even the latest price increase, it should be noted, may not restore the Coal 
Board to equilibrium. The Board has incurred a deficit in each of the past four 
calendar years except 1953 (when it was saved by an appreciable volume of 
exports at the premium price). By the end of 1954 the accumulated deficit 
since 1947 had reached {17.4 millions. This year heavy prospective increases 
in charges on the expanded investment programme, on safety and welfare 
measures required by recent legislation, and on the new schedule of day- 
wages introduced in the spring of this year made a marked increase in prices 
quite unavoidable. The extra £53 millions that the Board hopes to secure 
from the higher prices this year is expected to leave it with a current deficit 
of some {15 millions. But if the higher price succeeds in choking off even a 
small proportion of present demand—thus saving the Board from the extreme 
costliness of providing the present marginal supply—the Board’s finances 
might soon be out of the red. 

The steepness of the latest price increase (and likewise the heavy costs 
in foreign exchange that are being incurred for coal imports) are indeed largely 
attributable to the maintenance of the coal price at an uneconomic level 
through all the post-war years. Insufficient incentive has been given to 
consumers, both domestic and industrial, to economize in the use of coal. 
There is still ample scope for domestic consumers to instal coal-saving stoves 
and for industry to switch to oil-firing equipment; even when the increases 
in oil prices made last month have been passed on to the consumer in Britain 
the net effect will still be to have widened the margin between coal and oil 
prices. The National Industrial Fuel Efficiency Service stated last month 
that it has found that there are “ few works in general industry where fuel 
consumption could not be reduced by 15 to 20 per cent.”’ 

The uneconomically low price of coal has also produced even further- 
reaching distortions. It has enabled the nationalized electricity and gas 
industries to sell their products at less than their true cost, thus fostering 
demand and thereby causing the utilities to make undue claims on the nation’s 
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investment resources. The decision of the Electricity Authority to raise its 
tariffs by around 16 per cent. is therefore to be welcomed for its contribution 
to a more rational cost structure—but it does not take effect until October. 
Steel prices, in contrast, have been raised immediately by an average of 5 per 
cent. It is only as these consequential price changes develop that the full 
potential disinflationary force of the original impulse can exert itself—whether 
in curtailing consumer demand or in forcing industry to organize itself more 
efficiently. Just as the Electricity Authority now has a new inducement to 
speed up its programme of replacing coal by oil in its power stations, so will 
industry as a whole experience a growing pressure to find ways of resisting 
the upward drive of costs—provided that Government policy keeps a firm 
hold upon spending power. 

Unless that grip is tightened much more sharply than most people would 
regard as probable (or even “ possible ’’), some general increase in costs will 
evidently be unavoidable. This year’s increases in wages, as well as that in 
the coal price, have still to exert their full effect. This being so, the best 
hope seems to be that the export industries that are most in the line of fire 
from competition will make the bigger effort to achieve offsetting economies 
—and that the costs of Britain’s main competitors will be rising too, as they 
are now tending to do. But those competitors, notably in the United States 
and Germany, have in the past shown themselves particularly adept in meeting 
cost increases by additional productivity. 











‘What is a good, secure investment 

for this money?” 

‘‘! would suggest shares in the 
Westbourne Park, which has been 
established now for 68 years.” 

“Is their rate of interest worth while?” 
“Yes, very-24%, income tax paid by the 
Society — and, what is more, there are 
no investment expenses and withdrawals 
are easy; in fact....... 
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Should the Bill Tender be Freed ? 


The original functions of the discount market's system of concerted 
tendering for Treasury bills have disappeared. In the first article below, 
Dr. D. S. Lees puts the case for a loosening or discontinuance of this system. 
He believes this steb—and some others already suggested in THE BANKER— 
to be necessary for the full effectiveness of the policy of flexible money. 

The second article, while accepting most of Dr. Lees’s arguments in 
principle, suggests that in present conditions the syndicated tender may 
serve a new purpose by saving the monetary authorities from the risk of 
having to pursue jerky or ambiguous tactics. Such tactics, it 1s suggested, 
might be so unacceptable to public opinion as actually to impede the progress 
io effective flexibility. 


I— The “ Syndicate ” as an Anachronism 


of short-term rates has lately caused a good deal of attention to be 

focused upon the discount market’s system of concerted tendering for 
Treasury bills. This system, which has been in operation for twenty years, 
is still commonly referred to outside the market as the “‘ syndicate ’’, and for 
that reason will be so-called in this article. But it should be remarked at 
the outset that the term has long since been dropped by the market itself, 
because it originally referred to a much looser arrangement whereby a varying 
number of banks and discount houses tendered for Treasury bi!ls at a uniform 
rate but without any other restraints upon competition. This is a reminder 
that when comparisons are made between present market conditions and those 
of the 1920s, the comparison is not that of control with freedom, but of differing 
degrees of restriction. 

In a recent article, The Economist suggested that although the original 
yaison détre of the syndicate had been destroyed by the revival of flexible 
money, it was arguable that it performed other and valuable services under 
the new regime of flexibility—given the greatly increased size of the Treasury 
bill issue.* These arguments will be examined later in this article, but first 
it is necessary to enquire into the nature and origins of the syndicate. 

The syndicate provides for a concerted tender for Treasury bills each 
week by discount houses—the twelve houses that comprise the Discount 
Market Association. Members meet every Friday and agree upon a price at 
which they will tender. The amounts of Treasury bills for which they 
severally apply are based upon quotas that bear some close relationship to 
the relative size of their capital resources. The syndicate may be regarded 
as a credit cartel; it fixes the price of its ‘“‘ product’ (credit) and in effect 
distributes the proceeds of “ sales ’’ (Treasury bills) among its members. 

Like most other cartels, the syndicate was formed in a period when the 
demand for its product was falling sharply. The demand for credit (supply 
of Treasury and commercial bills) fell precipitously after 1931, owing to the 
disrupted state of trade and the funding policies of the Treasury. At the 

* ** How the Bill Tender Works ”’, June 11, 1955, p. 953. 


To: revival of Bank rate and the associated efforts to restore the flexibility 
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same time, credit supply (demand for bills) increased sharply; the clearing 
banks competed fiercely for bills, both at the weekly tenders and in the open 
market, to maintain their liquidity ratios, and “ outside ’’ competition for 
bills intensified as sterling area trade revived and “ hot money ”’ moved to 
London. The combination of declining demand and increasing supply 
threatened to reduce bill rates almost to zero, yet the clearing banks for long 
refused to reduce their call money rates below their agreed minimum of 
I percent. In 1934 there was some tendency for the discount market to switch 
to the cheaper “ outside *’ sources of finance, but inertia, the desire to maintain 
established relations, and a reluctance to rely too heavily on the more volatile 
‘* outside ’’ money made the movement slow and inadequate for the profitability 
of regular bill dealing. 

The clearing banks were the dominant element in the situation. On the 
one hand, they were competing for bills at low rates; on the other, they were 
maintaining their call money rates above market levels. The discount market 
could be saved from considerable contraction only if the banks restricted the 
one or freed the other. It was agreed by all parties that the discount market 
was a crucial part of the financial machinery and must be kept in being. 
The clearing banks made their choice in favour of restricting competition 
rather than freeing rates. After a reduction in their short money rates to 
} per cent. (for loans against bills) had been shown to be no solution in itself, 
the banks supported this arrangement by agreeing not to buy bills at less 
than that rate and not to tender for Treasury bills. 

Prior to this agreement, the discount houses (like the banks) competed 
freely for bills, and when bill rates were falling it was often possible for the 
discount houses to avoid the loss on running bills in portfolio by reselling 
them at still lower rates to the banks. After the agreement, the clearing 
banks’ self-restraint forced bill rates up to the money rate, but competition 
between them, and from outside banks and within the market itself, kept the 
margin between the tender bill rate and the 4 per cent. money rate extremely 
narrow. The market had been saved from the loss on running bills, and had 
secured a minute (gross) profit on running, but its possible profit from resale 
of bills had become equally minute. Competition between tenderers— 
including many “ outside’’ houses as well as discount houses—therefore 
began to take the form of inflation of applications in the hope of getting more 
bills. This reached absurd proportions by the late spring of 1935; at one 
point, total applications covered the amount offered more than three times. 

In consequence, the clearing banks’ new rate agreements were threatened, 
and the distribution of bills in the market was becoming completely arbitrary. 
To prevent the rate structure being thrown back into anarchy, with all the 
consequent perils for the discount market, one or two of the larger houses 
came together and restricted their applications, and in a short time the 
arrangement embraced the whole discount market. In effect, the syndicate 
was established on the sound economic principle that if resources cannot be 
allocated economically by prices, they must be allocated by physical rationing. 
The whole sequence of arrangements, it was understood at the time, had the 
blessing of the Bank of England. 

There were thus three relevant features of the situation in 1935, and it was 
these that justified the formation of the syndicate. First, a stable yet 
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ineffective Bank rate, so that market rates ceased to be “ managed ”’ by the 
Bank of England. Secondly, an acute shortage of bills, which strained the 
liquidity positions of financial institutions, especially banks, and which, 
without some market regulation, would have established virtually zero rates 
of interest and seriously damaged the discount market. Thirdly, a tender 
bill rate so close to the call money rate of the banks as to leave little or no 
opportunity to an individual house of getting more bills by cutting the rate. 

The contrast with conditions to-day is obvious enough. Bank rate is 
effective and is used regularly and vigorously to influence economic activity, 
and the maximum flexibility of market rates is an essential requirement of 
this policy. There is no longer a bill shortage—except, at times, in the purely 
technical sense that the supply of liquid assets may be deliberately restricted 
as a means of credit control. The banks, until very recently at least, have 
had no difficulty in maintaining what they regard as minimum liquidity 
ratios. Finally, and in consequence of the new flexibility, the tender bill 
rate is now well above the minimum money rate of the banks, so that the 
discount houses have a corresponding room for manoeuvre in the rate at 
which they tender for bills. It is true that, as the move to flexibility gains 
momentum, the banks are reducing the proportion of short money lent at 
minimum rates and increasing that lent at floating rates; even so, the average 
short money rate is still well below the tender bill rate. 

It is very clear—as, indeed, The Economist article pointed out—that the 
conditions that gave rise to the syndicate have passed away. It was a piece 
of the defensive machinery devised to enable the discount market to persist 
in wholly abnormal conditions; now, and for some time past, the threats to 
its survival have disappeared. Why, it seems reasonable to ask, should not 
the syndicate disappear too? Or has the syndicate, like the discount market 
itself, found new functions that justify its continuance although conditions 
have changed ? 

It is here that we take issue with the arguments cited by The Economist, 
which run briefly as follows. The market has acquired one new function, 
namely, “‘ a collective responsibility—even an obligation ’’ to cover the tender 
every week, which, in the pre-war phase of the syndicate, it used not to do. 
In origin, this function was part of the machinery of war finance, but it is 
found to perform a valuable, if not indispensable, service under flexible 
money. It has the result of relieving the Treasury “ of worries and uncer- 
tainties in the placing of its bills’’. Such uncertainties, it is pointed out, 
arise fundamentally from the large increase in the volume of Treasury bills 
outstanding, both absolutely and in relation to banking resources, and from 
the large increase in the weekly offerings of bills, both absolutely and in 
relation to the capital resources of the discount market. If the syndicate 
did not exist to fulfil this obligation, whenever the demand for bills fell away 
because of an expected rise in Bank rate, ‘“‘ the Treasury would run the risk 
of having to finance itself temporarily by Ways and Means advances from the 
Bank, and of thus causing credit inflation at the very moment when firmness 
in monetary policy was most needed ’’. Again, if the concerted tender were 
abandoned, it is argued, a reduction in the volume of Treasury bills might be 
necessary—‘‘ yet the present supply does not seem to be more than adequate 
for the normal needs of the banking system’. Finally, “‘ the special tender 
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arrangements have almost certainly kept the range of Treasury bill rate 
fluctuations narrower . . . than it would have been in a fully free market ”. 

The concerted tender, then, is claimed to have a formidable array of 
effects: it averts credit inflation when that would be least desirable; it enables 
the Treasury to maintain a large floating debt with a minimum of disturbance 
to flexible monetary policy; and it narrows the fluctuations in the market 
rate of interest. The syndicate began with the object of protecting the 
discount market; it has ended up with the result of protecting the Treasury 
and the Bank of England! Clearly, on this line of reasoning, if the syndicate 
did not exist it would be necessary to invent it. 


INNOCUOUS—BUT UNNECESSARY ? 

Experience after World War I is used to illustrate the dangers of untimely 
credit inflation arising from a failure by the Treasury to place its weekly 
offerings of bills. This experience, however, may be of only limited relevance 
to-day. Both the banks and the discount market are much more heavily 
dependent on Treasury bills than they were in the ‘twenties, when the banks 
held Treasury and commercial bills in roughly equal amounts and, it is 
understood, some of the smaller discount houses frequently did not tender at 
all. Now the supply of commercial bills is exiguous in the extreme, amounting 
to less than 10 per cent. of the clearing banks’ holdings of Treasury bills. 
The drastic decline of this alternative liquid asset makes it now unlikely that 
either banks or discount houses could abstain from buying Treasury bills for 
very long. And even if they—and other institutions—could hold out for 
some little trme, and, as a consequence, the Treasury were compelled to 
borrow from the Bank, this would be of little moment, as the Bank would 
simply be creating cash for these institutions to hold instead of Treasury bills. 
If the cash ceased to be held and were used instead to spend or as the basis 
of credit creation, this would be a clear indication that a funding operation 
was required. It might be objected that the money could be transferred 
abroad. This now presents no credit problem at all, since the Exchange Equali- 
zation Account (which did not exist in the ’twenties) would come into the 
possession of sterling, which it would use to buy Treasury bills. It would 
seem, therefore, that the supposedly awful dangers of a shortfall in tender 
applications are more apparent than real. Indeed, the danger is not that 
the Treasury would have to borrow from the Bank in these circumstances; 
it is, for reasons given below, that it would see no reason to do anything else. 

In brief, then: if the money accruing to investors from a shortfall of tender 
applications is held by them, there is no harm in borrowing from the Bank; 
if it is transferred abroad, the Treasury simply sells the excess bills to the 
Exchange Account; if it is spent or used by banks for credit creation, there 
is a clear case for a funding loan. The protection offered by the syndicate, 
then, is neither an advantage nor a disadvantage—it is unnecessary. 

The actual size of the floating debt makes no difference to the argument 
developed above, nor does its relation to banking resources. Treasury bills 
are now an integral part of the assets structure of financial institutions and, 
as a first approximation at least, the Treasury bill issue may be said to be 
too large if these institutions hold bills in excess of their normal requirements, 
in which case they can compel the creation of new cash for spending or for 
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credit creation; and too small if bills fall short of these requirements, in which 
case institutions will compete fiercely for bills and force down money rates 
to abysmal levels, as they did in the ‘thirties. In both instances, the central 
bank loses close control over the quantity of money or over interest rates. 
The object of national debt policy should be to avoid both these sets of 
circumstances. It is technically a difficult task and one in which we are not, 
as yet, conspicuously skilful. But probably the main point to note is that 
the liquidity preferences of institutions change only slowly over the long 
period and they can be more readily ascertained than those of individuals. 
It is at these norms that national debt policy should be aimed. Short-run 
aberrations will, of course, occur, but they will not become cumulative and 
can be taken care of in the ways indicated above. 

If this analysis is correct, it would seem that the discount market through 
its syndicate is performing a public service, often at some financial cost to 
itself, that, while making life technically easier for the Treasury, is funda- 
mentally superfluous. As a supporter of national financial policy, the 
syndicate can look forward to an innocuous future. 

There is, however, one respect in which the syndicate may prove harmful 
in the longer run, and that is in relieving the Treasury of the necessity to 
choose between borrowing from the Bank and letting the market rate rise 
whenever there is a shortfall in applications. Over the past thirty years 
there has been a severe weakening of the quasi-automatic nudges in the 
machinery of credit control, and there may be something to be said for 
re-introducing the occasional “ violent jolt ’’ that the syndicate eliminates. 
The same kind of effect can be observed in the operations of the Exchange 
Account. In the ‘twenties, when money was withdrawn from the tenders 
and transferred abroad to an extent that caused an efflux of gold, the Bank 
had to choose whether to let the credit base contract or whether to buy 
securities in order to offset. The Exchange Account makes this choice 
unnecessary. Again, the mechanism of the special buyer, although much 
more discretionary, operates in the same kind of way. This trinity of monetary 
cushions—the syndicate, the Exchange Account and the special buyer— 
prevent the emergence of quasi-automatic checks and balances, or make their 
detection immensely more difficult. Without in any way returning to a 
completely unregulated system, the monetary machinery could, with advan- 
tage, be made less automatically protective and more protectively automatic. 
The abolition of the syndicate—or at least the suspension of the obligation to 
cover the tender—a reform of the Exchange Account, perhaps along the lines 
advocated by Professor Paish,* and the devising of new rules for the operations 
of the special buyerf—all these would be steps in the right direction. 

Having rejected the claims made for the syndicate that it operates usefully 
in support of financial policy, concluding that it should be relieved of the 
obligation to cover the tender, we are left with the question whether the 
syndicate is useful because its operations tend to reduce the range of fluctua- 
tions in rates. Quite apart from the agreement to cover the tender, it is 
argued, there is another reason why the syndicate has been retained—because 
of the large increase that has taken place since the ‘twenties in the weekly 











* THE BANKER, February, 1955. 
+ As outlined by THE BANKER in “ Monetary Policy in Full Employment ”’, Nov., 1954. 
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allotment of bills, considered in relation to the capital of the market. The 
weekly allotment is now twice as large in relation to capital as it was thirty 
years ago. ‘‘ Outside ’’ competition for bills is always an unknown quantity 
and the discount houses never know what amount of bills they are going to 
get. Also, commercial bills are less in amount now, both absolutely and 
relatively, and houses want correspondingly more Treasury bills. Thus the 
possible difference between the bills a house wants and the bills it actually 
gets from the tender is very much more important than it was in the ’ twenties. 
Hence it is argued that, if the discount houses tendered individually and 
competitively, the size of the difference now in relation to the capital of the 
discount market would make life almost impossible for them and would result 
in wide fluctuations in bill rates. 

Admittedly, life for discount houses would be more risky and uncertain if 
the syndicate did not exist—the normal result of replacing cartelized by com- 
petitive conditions. As profits may be regarded as the reward for risk- 
bearing, it is surely not too much to ask of discount houses, as a matter of 
economic principle at least, that they earn their profits in free competition 
with one another. The possibility of getting no bills at all under these con- 
ditions, incidentally, could be reduced by tendering over a range of prices, as 
discount houses did in the ’twenties, and as ‘‘outside’”’ tenderers still do. 

But more important than how the discount houses make their profits is 
the kind of market in bills that they are able to provide. While the cynic 
may say that the desire of the market to keep the syndicate in being is the 
commonplace one of preferring comfortable restriction to hazardous com- 
petition, the fact remains that discount houses do now have smaller capital 
resources in relation to their possible obligations under competition than was 
formerly the case. But even then, in the ‘twenties, concerted tender bids 
existed, as we remarked at the outset; and any talk now of a “ return ”’ to 
fully competitive tendering misses this point. It may be that in practice 
any large weekly offering of bills tends more or less inevitably to produce 
some degree of combination among some at least of the applicants. 

However that may be, the contention of the market—and, in present 
conditions, apparently of The Economist too—is that the uncertainties of a 
more competitive tender would be too large in relation to capital resources. 
If this contention is correct, the syndicate acts as a substitute for more capital 
and enables the present large floating debt to be maintained without instability 
in the bill market. But it is difficult to see how the contention can be sus- 
tained. It is not suggested that the discount market, in its activities other 
than tendering, is under-capitalized, even though these activities have grown 
much more rapidly than its capital since the ’twenties. The ability to tender 
over a range of prices would enable an individual house to obtain the number 
of bills required on terms that fitted its assessment of future conditions. No 
house could get more bills than it wanted and only by the most inept tendering 
could it get many less or none at all. Looked at in this way, the issue of 
under-capitalization is irrelevant. It would arise only if houses were over- 
burdened with obligations, whereas the only miscalculation that can arise 
would leave them with fewer bills than they wanted and thus with insufficient 
obligations to sustain capital resources. Under present market conditions, 
with plenty of room for individual houses to adjust their tender prices, and 
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with the obligation to cover the tender removed, there seems to be no reason 
at all why the concerted tender should not be abolished and independent 
tenders take its place. There seems to be no reason, further, why the bill 
market should become unstable under these arrangements. Nor is it clear 
why it might be necessary to reduce the Treasury bill issue, as The Economist 
suggests; the conflict posed between a bill issue that is right for the banks 
and another that is right for discount houses, is much more apparent than real, 


IS THE SYNDICATE ‘‘ ABOLISHING ITSELF ”’ ? 


In short, shorn of the obligation to cover the tender, which can be fulfilled 
only by concerted action, the syndicate is rendered unnecessary. The two 
questions that remain to be asked are: shorn of this obligation, would the 
effects of the syndicate’s operations be unduly harmful, and is the syndicate, 
like so many other cartels before it, in the process of abolishing itself ? 

The syndicate controls between 40 and 60 per cent. of the tender, so there 
is enough force in “ outside ’’ competition to keep the concerted bid within 
competitive limits. Also, the quotas within the syndicate are believed to be 
significantly variable, so that there is a kind of competitive concerted bid put 
forward. It is unlikely, therefore, that the Treasury bill rate at a fully com- 
petitive tender would be very much different from what it is now. From 
the point of view of its market effects, then, the abolition of the syndicate 
is not particularly urgent. 

The second question can obviously be treated only in the most speculative 
way. It is well known that cartels are notoriously unstable in time of pros- 
perity, as the more go-ahead members feel the quota restrictions irksome and 
become confident that they could do better outside the group. With the 
re-introduction of uncertainty into the London money market, and the 
consequent opportunities of profit and dangers of loss, it is certain that there 
is more divergence of view within the syndicate now than there was before 
1951. The flexibility of quotas must play an important part in containing 
these divergences, and it may be that this flexibility can be manipulated 
further in order to keep the group together. But there are sensible limits to 
this manipulation, for beyond a certain point increased flexibility would make 
the co-operate efforts of the syndicate irrelevant. Thus the freedom of 
manoeuvre of an individual house is obviously reduced by remaining within 
the syndicate. Divergent views about the future must of necessity be treated 
in a Procrustean way. And it is likely that the restrictions will become more 
irksome as time goes on. Indeed, it would be surprising if this were not so, 
for one of the dominant lessons of post-war economic policy is that quotas 
are a Clumsy device for making continuous adjustments compared with prices. 
A few houses might find it convenient to act together, but the present quota 
system would be unlikely to survive. 

A resumption of tendering by the banks would, of course, hasten such a 
dénouement. There is no reason at all why, from their own standpoint and 
that of market stability, the banks should not do so. The Economist reports 
that one of the big banks became “ momentarily restive ’’ at the abstention 
from tendering. Here again the tensions are likely to grow. There was 
good sense, as we have seen, in the banks’ abstention in conditions of acute 
bill shortage in the ’thirties; it has no such commendable support to-day. 
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All this is what we would expect from a re-introduction of flexible money. 
Competitive pressures are asserting themselves. Self-interest is breaking 
down the rigidities of the long atrophy of monetary policy. If the banks 
begin to tender again, little will be left of the defensive apparatus that grew 
up in the ‘thirties. And if the obligation to cover the tender is removed, 
the same forces may be relied upon, with fair confidence, to terminate the 
final piece of defensive apparatus—the syndicate itself. 

We arrive, therefore, at very different conclusions from those suggested or 
implied by The Economist. If the reasoning of this article is accepted, then 
none of those claims for the usefulness of the syndicate appears well-founded. 
As a supporter of national financial policy, the syndicate, in its activity in 
covering the tender, is seen to be superfluous and may even prove harmful; 
it would be an advantage to flexible money if this particular activity were 
brought to an early end. This done, the syndicate would operate in a largely 
innocuous way. We cannot support the view of The Economist that the 
syndicate enables the Treasury to maintain a larger floating debt than is 
consistent with “ an effective policy of flexible money’. Finally, the syndi- 
cate’s services to its own members seem to be of declining value; it is at least 
doubtful, if it no longer covered the tender, whether it could for long with- 
stand the competitive stresses of the new régime of fluctuating rates. 

D. S. LEEs. 


Il— The “ Syndicate ” in Practice 


it has to be shown to be in the national interest. The interest of the market 

itself can weigh in the scale only if it is accepted, first, that an efficient 
market is necessary in the national interest and, secondly, that its syndication 
of tenders is necessary to ensure its optimum efficiency. This criterion of 
national interest, though applicable generally to cartel arrangements, is often 
flagrantly violated in other spheres. But the discount market, standing as it 
does so close to the monetary authorities, never could have been permitted 
to violate it by its syndication—or at least could not have violated what 
those authorities regarded as the national interest. 

That is not always the same thing, but in this instance there was and is 
general agreement that the syndicate at its inception was a necessary expedient. 
Dr. Lees indeed goes so far as to imply that it was the only expedient that 
that could have achieved the objective of maintaining an efficient discount 
market through the abnormalities of the pre-war cheap money phase, because 
the alternative—a complete freeing of money rates by the clearing banks— 
would have involved “ virtually zero rates ’’ and this would have “ seriously 
damaged the discount market’. This overlooks the fact that, despite the 
syndication, the market secured only an infinitesimal margin between bill 
rates and money costs; it could scarcely have got less (and might have got a 
scrap more) even from “ virtually zero”’ rates—provided that money as 
well as bill rates had been free. The truth is that the arbitrary syndication 
was Called into being by a prior arbitrary circumstance—the determination 
of the clearing banks to maintain a minimum rate for short money that, even 
at } per cent., was above the natural rate. 


Ji: any mechanism such as the discount market syndicate is to be justified, 
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This point demonstrates how one control begets another, but otherwise 
it has little direct bearing on current controversy and does not affect Dr. 
Lees’s subsequent argument. He surveys the problem dispassionately and 
from a distance, and subjects it to the tests of analysis in principle. In these 
days when long-familiar practices born of expediency, and habits formed in 
other times, are apt to be regarded—especially by those nearest to them— 
as settled and even basic conditions, that is a valuable exercise, and it merits 
careful consideration. 

In this instance there is no room for dispute about the obsolescence of 
original functions. If the present syndicate system has to rest solely on the 
arguments that brought it into being, then, unquestionably, it no longer has 
any vatson d’étre. It might then be, as Dr. Lees suggests at one point, 
innocuous, but it would not be necessary. The only question is whether it 
performs now, in conditions of flexible monetary policy, other functions of 
value to that policy, and whether any disadvantages of its existence are 
outweighed by that contribution. 


AID TO “ SMOOTHNESS "' IN MONETARY POLICY 

Dr. Lees assails the argument to this effect that was outlined in The 
Economist, but he does not really take the point that that particular argument 
for the present syndicate system (or something like it) appears to have been 
strictly conditional. It was founded absolutely upon two assumptions— 
first, that the syndicate does, as now, undertake regularly to apply for a 
total of bills approximately equal to the amount offered; and, secondly, that 
the volume of tender bills more or less maintains its present high proportion 
(much higher than in the ’twenties) to bank deposits and discount market 
capital resources. Certainly, there can be no justification for the syndicate, on 
the grounds of the suggested “ new functions ’’, unless both these conditions are 
fulfilled—for these are the only conditions that could demand those functions. 

Dr. Lees appears at first glance to strike at the very roots of this argument 
by challenging the desirability of the second condition—the very high bill 
issue—since he is anxious that the market mechanism should be such as to put 
pressure on the authorities to fund bills whenever that is necessary to preserve 
due balance in the suppl# ef short-term and longer securities. Lhe Economist 
observed that if the syndicate or some similar system did not guarantee that 
the tender will always be covered, the effective functioning of flexible money 
policy might require a reduction in the unwieldy volume of bills—yet approxi- 
mately that volume seems to be necessary to meet the needs of the banking 
system. Dr. Lees does not say, as might at first appear, that the banks could 
manage with fewer bills, and that therefore the authorities could fund and so 
make the syndicate coverage unnecessary. His argument is that there cannot be 
a conflict between the volume of bills that is ‘“‘right’’ for the market and that 
which is “‘ right ’’ for the banks; if, therefore, free market forces are tending 
always to compel the authorities to provide the “ right “’ volume, no problem 
can arise. 

At this point many of those close to the scene will join issue with the 
argument of principle—not because of any supposition that the interests of 
the discount market are different from those of the banks but because of the 
vital difference, for both, between the short and the long view. The argument 
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here is that if flexible monetary policy is to be the main and sure regulator 
of the economy in present conditions, it must operate sufficiently smoothly 
to be acceptable to public opinion—which is painfully slow to understand 
these techniques and at present includes a good deal of suspicion of them.* 
The case for the syndicate, and its new function of “‘ covering the tender ’’, 
is that without it this minimum degree of smoothness might not be attainable, 
because from time to time the authorities would be driven to pursue ambiguous 
and rapidly changing tactics that would produce severe jolts and confusion in 
the market. These difficulties, moreover, would be most likely to arise 
precisely when a policy of consistent firmness was most needed. 


RISK OF CONTRADICTORY OFFICIAL TACTICS 


If Britain was facing a sharp inflationary crisis, accompanied by strain on 
the balance of payments and withdrawal of overseas funds, and monetary 
policy was being stiffened, expectations of a rise in Bank rate would be liable 
to cause a marked contraction of demand for bills at the weekly tenders. 
To ensure the coverage of the tender the Bank of England would either have 
to try to allay these fears by easing credit in the market, or would have to 
provide the Treasury with additional finance itself—by increasing its own 
application for the bills or by making Ways and Means advances (accom- 
panied by a reduction or under-allotment of the bill offering). Every one of 
these expedients would ease the pressure on the market and would involve a 
temporary reversal of the policy the authorities were anxious to pursue. A 
practical illustration of how this would happen is given later in this article. 

Dr. Lees in effect suggests, first, that the decline in demand for bills would 
not be likely to be so large as this argument implies, and, secondly, that the 
authorities’ action could not have these credit-easing effects unless the supply 
of bills were already substantially beyond the natural volume as dictated by 
the needs of financial institutions. In both respects he misjudges the workings 
of the mechanism in practice. If there were no syndicate (or perhaps even 
if the syndicate did not reckon to cover the tender), the clearing banks would 
not maintain, as a matter of rule, their abstention from tendering; if the 
banks individually did not tender every week, they would certainly tender 
whenever it suited them to do so. Whenever the trend of rates was upwards, 
they would try to keep their liquid assets as short-dated as possible—by 
curtailing bill portfolios and increasing call money. 

In the long run, of course, this would be possible only in so far as the 
discount houses were prepared to substitute clearing bank money for “‘outside”’ 
money, and/or—despite their similar desire to avoid being badly caught by a 
rise in Bank rate—to carry bigger portfolios themselves. In the early stages, 
because the basic function of the market requires it to meet the needs of the 
banks, they would tend to do both; but as soon as Bank rate fears reached a 
peak, the banks and market would be liable to take precautions simultaneously. 
At a given tender, or even at two successive ones, the demands from both banks 
and market could fall off very significantly. Moreover, the greater the pressure 
on sterling from withdrawal of overseas funds, the more the domestic applica- 
tions (as well as the overseas ones) would be liable to be reduced, because the 
tenderers, knowing that “ outside’’ competition would be slight or even 








* As, indeed, is demonstrated, in a wider context, in the opening article of this issue (see page 79). 
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non-existent, would be anxious to avoid the risk of getting more bills than 
they wanted.* 

This reduction in demand for bills by the banks and discount market 
would not, as Dr. Lees argues, represent a demand for cash to be held idle 
instead, so that the Bank of England’s involuntary credit creation would be 
innocuous and devoid of significance. On the contrary, the additional cash 
would at once press upon the market as the banks tried to employ it in call 
loans to discount houses whose needs were already reduced by the cut in their 
own tenders. Inevitably, the official policy of keeping rates firm would be 
sharply interrupted, and serious doubts would be aroused about the authorities’ 
intentions—doubts that would not be likely to be quickly allayed even though 
the authorities promptly tried to mop up the credit surplus by open market 
offerings of bills. 

Nor is it true that this situation could not arise unless the supply of 
Treasury bills was more than adequate to provide the banks and other 
financial institutions with the volume of liquid assets they currently desired. 
The banks, as has been shown, would not be trying to reduce their liquid 
assets (nor could they do so by this means in any case) but simply to alter 
their composition. It is true, of course, that although individual banks 
might succeed in switching from bills to call money to the extent they hoped, 
the clearing banks considered as a group could scarcely do so, and would be 
liable to find that to some extent they had switched from bills into cash 
instead. But if cash was thus held temporarily idle—in the sense that the 
cash ratio had been unintentionally forced above 8 per cent.—that would 
happen only after the surplus had exerted its full pressure upon the market 
rates and marginal supplies of floating money had become “ unlendable ”’ 
Moreover, unless and until the authorities had mopped up the surplus (by yet 
another reversal of their tactics), it would continue to weigh upon the market. 

In principle, the only condition in which the pressure might not be thus 
sustained is if the liquidity ratio was already regarded as undesirably high. 
Then, after the increase in the cash ratio, the banks might tend—quite apart 
from their desire to switch from bills to call money—to correct the excess in 
both ratios by buying investments or making additional loans. Such a 
conflicting set of circumstances is most unlikely to arise in practice; but, if 
it did arise, it would create a further and quite separate threat to the intended 
firmness of official policy. As Dr. Lees points out, there would then be a 
clear case for funding operations to bring the liquidity ratio back to normal; 
but that would not of itself prevent a recurrence of the first type of threat. 

Admittedly, though the threat of a shortfall in applications at the tenders 
might worry and hamper the authorities repeatedly during a phase of rising 
rates, any actual shortfall would be likely to be of brief duration. The banks 
could not for long force the discount market to bear a disproportionate share 
of the risk of loss on bills from a rise in Bank rate; there are limits to the 
extent to which they could curtail their tenders and/or their purchases from 





* Admittedly, to the extent that withdrawal of “‘ outside ’’ funds from the tender was asso- 
ciated with purchases of foreign exchange from the Exchange Equalization Account, that 
Account would have sterling to invest in bills, so that the tender issue could be correspondingly 
reduced (by ‘‘ under-allotment ”’ at the next tender or a cut in the offering for the one after 
that) or the authorities could increase their own participation, or buy bills on the market, without 
causing any net increase in bank cash. But not all “‘ outside ’’ funds withdrawn from the tenders 
would be thus employed; the greater part might be expected to press upon the short loan market. 
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the market.* The same is true of the discount market. A discount house 
could not long remain in business—even though its activities in bonds were 
profitable—unless its bill portfolio was at most times adequate to meet the 
needs of its principal customers, the clearing banks. For this purpose it 
relies upon Treasury bills to a much greater extent than it did in the ‘twenties. 
But this difference, so far from reducing the risk of big fluctuations in demand 
at the tenders, greatly increases it. A discount house now could not for 
long cut its tenders drastically (even though it knew that the tenders were 
liable to involve it in loss) unless it intended permanently to curtail its 
activities in the market; but it could cut them drastically in the short run, 
and might even abstain altogether at a single tender when the risk seemed 
greatest, if its portfolio had not already been much run down. And any 
given percentage cut would have greater effect now than it would have done 
when the supply of commercial bills was large. 


How JOLTS WOULD ARISE 


Dr. Lees supposes that such short-term fluctuations would not matter, 
whereas the practical argument precisely is that they would matter greatly, 
and are indeed the essence of the problem. Given the certainty that the 
stress upon them would always come at the worst possible moment, the 
monetary authorities would be likely to regard even a single week’s shortfall 
as a grave impediment to their policy, and, doubtless, would particularly 
regret the confusion of tactics in which it would involve them. A specific 
example is perhaps desirable here. Suppose the authorities are urgently 
tightening credit and raising market rates at a moment of danger, but feel that 
the weapon of an actual increase in Bank rate—perhaps a second increase— 
should be held in reserve for a while. In a given week they have squeezed the 
market on successive days; by Thursday, despite the maintenance of Bank 
rate, fears of an increase in the following week make it likely that the Friday’s 
tender will not be covered. On the Thursday and Friday, accordingly, the 
authorities moderately relax their squeeze; this allays the market’s fears to 
some extent, but the Bank of England still has to take an undue share of the 
issue itself. The Bank is therefore anxious to restore the squeeze and to keep 
market rates firm—the more so because it still hopes to keep Bank rate in 
reserve. But throughout the ensuing week the cash supply will be further 
expanded as the banks and market receive the excess of their bill maturities 
over payments, and as the Bank takes up and pays for its allotment. This cash 
will weigh upon the market, and will seem to reinforce the reassuring official 
tactics of the previous Thursday and Friday. To reverse this impression the 
Bank will have to press bills upon the market in order to mop up the surplus 
credit. But if it still hopes to defer the Bank rate increase, these sales will 
require extraordinary finesse. Otherwise they will drive the bewildered market 
to the opposite extreme, and by Thursday the whole embarrassing cycle will 


begin again. 





*The theoretical limit is set by the point at which the banks’ sacrifice of interest on call 
money (by forcing rates down and/or by having funds ‘“‘ unlent ’’) appears to be just balanced by 
the advantage of avoiding future loss by keeping down the bill portfolio on the eve of an appre- 
hended rise in Bank rate (plus any additional return secured from such bills as are bought, if the 
general decline in demand for bills has forced rates up). This limit, however, affords important 
latitude in the short run; and it is solely with the short run that the above argument is concerned. 
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The authorities would be likely to regard such possibilities as imposing an 
intolerable limitation upon them. All recent experience has shown how tech- 
nically difficult it is for them to make the drift of their policy apparent solely 
from their actions in and upon the market; yet a flexible policy is never likely 
to achieve its optimum results if it has constantly to be “‘ explained ”’ in other 
ways. Any technical circumstance that causes apparent inconsistencies in 
official tactics in quick succession will militate against success, and so will any 
tendency to undue and seemingly irrational fluctuations in rates. 

In present circumstances, in the absence of a syndicate that broadly 
covered the tender, and assuming that the banks no longer abstained from 
tendering, the rate fluctuations would certainly be much wider than they are 
now, and could easily become so variable as to be confusing and seemingly 
irrational, to the embarrassment of official policy. To emphasize the 
undesirability of such fluctuations is not to plead that “ stability’ of rates 
is desirable; at this point Dr. Lees overstates the argument that he is 
attacking. Obviously, a policy of flexible money depends absolutely upon 
the flexibility of rates, as has been forcibly argued in these columns on many 
occasions. But this analysis does raise a presumption—possibly a rebuttable 
one—that a tender bill issue of the present magnitude is larger than the 
market can handle without either some degree of “‘ management ”’ or a risk 
of excessive fluctuations. The risk is enhanced—and not, as some have 
argued, reduced—by the fact that the Treasury bills so far exceed the com- 
mercial bills, since a huge part of the total supply comes up for renewal in 
a single weekly block. Nor is it realistic to suppose that, given an entirely 
free tender, a bank or discount house would never get an excessive allotment 
or would never—except “‘ by the most inept tendering ’’—get much less than 
it wanted. Both these things would happen frequently, and that is one of 
the major reasons why rate oscillations would be likely to become violent. 
Submission of tenders at a range of rates—which is a possibility that merits 
study even by the syndicate—might ease the difficulties for the market, but 
it would not solve the basic problem. 








PRINCIPLE VERSUS EXPEDIENCY 

None of these considerations, it should be emphasized, amounts to a 
defence of syndication in principle. The logical deduction to be drawn from 
them—if the purpose is, as it should be, to create as flexible a monetary 
mechanism as possible—is that the bill issue should be reduced to the point 
at which the difficulties to be expected in the absence of syndication shrink 
to acceptable proportions. The argument in essence is one of degree, even 
of expediency, and not of principle. But, prima facie, it does seem that any 
reduction of the bill issue sufficient to keep the difficulties within bounds 
would force it much below the levels to which the firmly-established liquidity 
practices of the banks and other financial institutions are keyed. This poses 
a dilemma on which no final opinion will be voiced here; but it evidently 
merits careful thought. 

In the meantime, it might seem that, though the bill issue remains large, 
principle could still triumph over expediency if the discount market increased 
its capital instead. But this is probably a delusive alternative. By the 
standards of the ’thirties and perhaps of the ’twenties, even the bill side of 
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the market’s business is under-capitalized, but there is no reason to suppose 
that the market sees any need or justification for any increase of capital on 
that account (whatever might be thought about the bond side of the business 
if flexible money is going to involve spasms of bank selling of the kind experi- 
enced this year). A more significant consideration is that, if the tender were 
fully freed—and kept free—some houses in the market would in present 
conditions be more likely to reduce their bill activities than to expand them. 
They would not feel sure that the rewards would match the great increase in 
risks. Finally, though an increase in capital might be accompanied by an 
increase in the average level of the bill portfolio, and might help to prevent 
excessive rate fluctuations in normal times, it would certainly not ensure the 
maintenance of tenders when an increase in Bank rate was feared—which is 
the crux of the problem. 

Unless and until the bill issue becomes less unwieldy, there would seem to 
be two possible lines of progressive development. There is first the route 
advocated by Dr. Lees, the route of “ principle ’’ at all costs. He discounts 
all considerations of expediency. If a free tender system would involve jolts, 
so much the better—for the jolts will force the authorities to see their own 
errors or timidities, will show clearly when they are raising rates too slowly 
or are mistakenly failing to curtail liquidity ratios.* There is much force in 
this argument; in principle, though not in degree, it resembles the arguments 
dev.loped at length in THE BANKER last autumn.ft If there are signs that a 
spur is needed to keep the authorities from flagging in their pursuit of ortho- 
doxy, it may te better to run the risks that a spurred policy might be overruled 
by public cppcsiticn than to rest ccntent with an excessively cautious policy. 

After its advance in the past six months, however, policy is riding between 
the two extremes. It does not seem necessary to force the pace so sharply 
provided the progress continues. And if the spur is to be avoided on grounds 
of expediency, this means, in the present context, that some degree of 
“management ”’ of the tender is likely to be needed at least until the dilemma 
posed above is resolved. It does not mean, however, that the present 
arrangements must not be changed. On the contrary, the alternative line of 
progress—and probably, indeed, the more promising of the two—should be 
the maximum liberalization of the system that is consistent with the limited 
first objective. The possibilities of change are too intricately technical for 
discussion in this article; but one element must not be significantly changed. 
So long as the syndicate persists, it must be recognized that its claim to the 
performance of functions necessary (or expedient) in the national interest 
rests solely on the principle that its applications each week broadly cover 


the tender. 
W.T.C.K. 








* In the particular context, if the authorities wished to avoid the risk of embarrassment by 
a Shortfall of applications, they would always, whenever higher rates were needed, have to raise 
Bank rate so fast and so far that no further rise was feared. 


t Articles from the issues of September, October and November, reprinted in pamphlet form 
under the general title of ‘‘ Flexible Money and Full Employment ”’. 
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India’s Second Five-Year Plan 
A Critical Appraisal 
By T. Balogh 


HE end of the war and of British rule found India’s economy in a 
"T critica state. The country had always been poor and, at any rate in 
the twentieth century, little had been done to relieve distress by a 
consciously planned development. During the war the disorganization of 
transport and the loss of foreign supplies had led to a severe famine. The 
partition of British India left further terrible scars on the body economic of 
the Hindu part. It lost a large portion of its net surplus areas of food and 
agricultural raw materials. Yet the population was growing continuously. 
It was under these conditions of potential famine and catastrophe— 
staved off in the end by foreign help—that the first Five-Year Plan was con- 
ceived to initiate a programme of planned expansion. Altogether a total 
investment of some Rs. 27 billions was then contemplated. This represented 


TABLE I 
ALLOCATION OF TOTAL INVESTMENT IN INDIA UNDER SECOND 
FIVE-YEAR PLAN 


Of which 
Rupees Percentage Private Public 
crores of Total Sector Sector 


Rupees crores 
Agriculture and community development 


(including irrigation and flood control) 959 17.12 200 750 
Power - cs ws “a én 500 8.9 ) 
Transport and communications .. - GOO 16.1 > 500 2,300 
Industries and mining ois e - 1,400 25.0 | 
Construction ne - a aa 1,350 24.0 1,100 250 
Stocks and miscellaneous .. 500 8.9 400 100 


Total .. o« os 5,000 100.0 2,200 3,400 


an increase by almost one-half in the five years. It was also hoped to reverse 
the trend towards lower real income per head. 

In the event, by the end of the fourth year of the plan (the end of 1954) 
most targets have been reached, though capital investment lags markedly 
behind schedule. Output per head has increased from 256 to 282 rupees (about 
{21). Industrial production has risen by more than half and agricultural 
output by some 15 per cent. The danger of a decline in real output and 
income per head, a danger that has dogged all under-developed areas since as 
far back as 1914, has been averted, at any rate for the moment. Nor is this 
all. The Indian balance of payments, which in the first years of independence 
was propped up with difficulty, and only by continuous reliance on war-time 
accumulations of sterling balances and also on American aid, has recently 
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undergone a major improvement. Despite the liberalization of import 
controls made recently, not all the contractual releases of blocked sterling 
balances have been utilized to finance imports, and at times there have been 
considerable accumulations of free reserves. 

Nevertheless, the prospect on the eve of the second five-year plan, for all 
the past achievement, is clouded with much doubt and worry. Most of the 
increase in production has been attributable less to new investment than to 
a better utilization of existing equipment—and, in the case of agriculture to 
a run of exceedingly favourable monsoons. The Planning Commission 
accordingly concludes that “‘ a bolder plan for the coming five-year period is, 
in fact, inescapable : 


Our experience in the past few years has focused attention on certain dis- 
quieting features of the economy. Failure of employment opportunities to 
expand pari passu with needs and the fall in agricultural prices have made it 
evident that the rate of investment in the economy is inadequate. While 
agricultural production has increased, there has not been a corresponding 
increase in the demand from the other sectors. This, in part, at any rate, 
may be attributed to the rather insufficient emphasis on industrial develop- 
ment in the first plan period. ... For raising the tempo of development in 
the next plan period there must be a greater stress on industrialization. The 
shift will, of course, be relative. Increases in agricultural production and 
productivity must remain for many years to come as a matter of high priority. 


The shortfall of demand for the products of industry has caused substantial 
unemployment and sectional distress—which if sustained might well under- 
mine the stability of the democratic regime. This is the problem at the 
centre of the current discussions on the pattern of the second five-year plan. 

The first framework for this plan has been suggested in recent months by 
Professor Mahalanobis, who as director of the Indian Statistical Institute of 
Calcutta was responsible for bold sample surveys that have shed new light 
on the Indian economy. His draft for a new plan has been accepted by 
the Planning Commission (of which he is a de facto member) as a working 
basis, and it is now being elaborated in detail. The plan aims, in short, to 
raise national income by 25 per cent. in five years—by increasing investment 
by Rs. 30 billions, from some 6 per cent. of national income to as much as 
II per cent., and by raising employment by a total of 11 millions, which 
is by some 2 millions more than the natural increase in labour force. This 
would still leave the bulk of existing unemployment untouched, but it would 
represent a decisive change in the trend. 

There can be little doubt that drastic action is needed if social stability 
and the democratic order are to be preserved in India. The Congress Party 
has successfully combated the Communist challenge without resorting to 
undemocratic measures. In its struggle it has committed itself to a far- 
reaching programme of economic rehabilitation and reform. Yet it is doubtful 
whether the plan, however essential politically, is technically feasible without 
large-scale foreign help—in the form of both men and supplies. At a number 
of major points the plan as it stands is over-ambitious—even unrealistic. 

Given adequate foreign help, however, India could probably succeed in 
increasing investment above the level needed to maintain output per head, 
and the back of its problem could be broken. It is unfortunate, therefore, 
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that neither Indian nor Western opinion has been sufficiently prepared for 
this economic and political necessity. The demonstration that a democratic 
country, by democratic means and preserving democratic freedoms, can deal 
with the problem of poverty on the Asian scale is surely a vital one for the 
whole free world to make in face of the Communist challenge. 

The fundamental consideration underlying the second five-year plan is 
twofold. In the first place it is assumed that, despite a bold programme of 
social reform, voluntary savings and thus investment capacity can be more 
than doubled—from Rs. 6.5 billions next year to Rs. 13.7 billions in 1960-6r. 
The second assumption is that the output of industrial consumer goods can 
be increased quite dramatically, notwithstanding the special limitations 
imposed by India’s under-worked but relatively inefficient craft industries. 
The plan provides for an increase in investment in the five years of only some 
Rs. 3 billions in consumer goods industries to raise output by fully Rs. 5 billions 
a year, or 30 per cent. The total projected increase in consumption is over 


Rs. 20 billions. 
The success of this ambitious plan is likely to depend on whether the 


TABLE II 
DISTRIBUTION OF INDUSTRIAL INVESTMENT UNDER SECOND 
FIVE-YEAR PLAN 


Rupees 

crores Per cent. 
Iron and steel .. ‘a ia oe a va - 425 30.4 
Synthetic petrol ‘“ wa i - - 80 5.7 
Heavy machinery for plants for steel and producer goods 150 10.7 
Heavy electrical equipment .. we - = vs 40 2.9 
Machinery for agriculture and consumer goods industries 50 3.6 
Existing state enterprises (expansion) - - we 50 3.6 
Cement.. - ‘i ~~ ei - ‘a - 50 3.6 
Chemicals and drugs .. on ‘ia << a - 50 3.6 
Fertilisers 100 ee 
Aluminium ae - a - - ta ve 30 Si2 
Minerals and prospecting... - ‘a * e 75 5.4 
Factory consumer goods - es 100 7.1 
Small-scale and village industries .. = “a a 200 T4.3 


Total - oa we o 1,400 100.0 


contemplated increase in physical product can be attained by the methods 
proposed, and whether the increased output, even if attained, will be of the 
kinds of goods that are needed. There are doubts on both scores. 

In the first place the “‘ capital to output " ratio—expressing the amount 
of capital needed to produce one extra unit of output—that is envisaged for 
the consumer goods industries in India appears, at 0.6 : I, over-ambitious; 
countries that are considerably further advanced industrially, such as Italy, 
reckon with a ratio of some 1.2 to 1, and a still higher ratio in the less developed 
areas of the country. 

The most marked increases in output of consumer goods are expected in the 
small-scale industries. A tremendous effort to educate and train millions of 
people will be needed to accomplish this task. Yet there is no indication of 
the way in which this is to be tackled. Other handicaps suffered by small-scale 
enterprise could be diminished by bulk orders channelled through regional 
offices and by the provision of bulk-purchased raw materials. As United States 
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cotton and other agricultural produce might well be available to India under 
the surplus schemes, such organization would help also the important function 
of the channelling through the economy of foreign aid. But again, there are 
no signs that any organization of the sort is contemplated. Indeed, recent 
trends in policy run counter to conceptions of collective trading. 

Despite the special difficulties, there can be little doubt about the justi- 
fication of the basic approach of directing the bulk of India’s investment in 
the consumption industries towards small-scale industry. The special prob- 
lems of the small industries do indeed account for the fact that total projected 
investment in consumer goods industries is still so meagre. This is strikingly 
apparent from Table II. Out of total investment in manufactures and 
mining of Rs. 14 billions only Rs. 1 billion, or 7.1 per cent., is to go into 
factories producing consumer goods; a further Rs. 2 billions, or 14.3 per cent., 


TABLE III 
DOMESTIC PRODUCT OF INDIA—TREND AND PLAN 
(at 1952-53 prices) 


1950-51 1955-50* 1960-61* 1950-51 1955-560* 1960-61* 
Rs. billions * of Total Product 
Agriculture, etc. .. ‘a - 45.2 52.8 63.4 49.2 48.9 46.3 
Mining 0.8 1.0 1.5 0.9 0.9 PF 
Factories - 5.8 8.0 13.5 6.3 7.4 9.9 
Small enterprises .. - _ 9.3 10.2 14.3 10.1 9.4 10.4 
Railways, communications, banks, 
etc. + - ai ae % 3.6 eS 3.4 CS 3.4 
Other commerce and transport .. 13.4 15.1 18.8 14.6 14.0 53.7 
Professions, Government services, 
etc. 7 .% ‘i - 14.3 '?.2 20.8 15.6 16.0 15.2 
Total domestic product .. 91.9 108.0 137.0 100.0 I09.0 [100.0 
Per capita product (Rs.) .. _ 256 252 334 — ~— — 


* Estimates 


is destined for handicraft and village industries (which are hoped to increase 
output by fully one-third). Under-employment in these backward trades is 
very great, and any diversion of scarce capital resources into the factory 
production of consumer goods would naturally further increase distress. 
Hence the attempt to achieve a large increase in the supply of consumer 
goods without undertaking much investment. 

The danger that too much is being expected of the small industries stands 
out from a glance back at experience during the first five-year plan. It can 
be seen from Table III that the increase in the output of small enterprises in 
the last five years was hardly 10 per cent.—against the target of 40 per cent. 
set in the second plan. Employment in these enterprises (which include 
building firms and other non-consumer goods trades) is expected to rise by 
as much as 30 per cent., and output per head by 10 per cent. All this seems 
straining credibility to its limits. 

The targets for agriculture are hardly less sanguine. The relatively small 
size of the increases in agricultural production between the two good monsoon 
years of 1953-54 and 1954-55 suggests that the earlier increase in output was. 
not primarily attributable to planned developments, such as the extension of 


irrigation. Thus the jump in production envisaged by the new plan of not 


less than 10 million tons of food grains—an addition of approximately 16 per 
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cent. to present output—is an anticipation of considerable boldness. There 
is some doubt, moreover, whether (for reasons discussed below) a physical 
increase in crops will necessarily increase food supplies available for sale on 
the markets. Nor is it certain whether the increase will be in those products 
for which demand is most likely to expand. 

If the concentration of investment in heavy industry is in principle sound, 
there must be doubts about the proposed distribution of investment within 
the heavy industry sector. A very large percentage of total investment, in 
fact as Table II shows almost half, is to be concentrated on steel and various 
heavy machine industries. Little over 5 per cent. is left for mining. Yet 
Russian experience (not to mention that of Britain) has surely demonstrated 
that the expansion of coal production is a most costly operation. India aims 
at an increase of almost 75 per cent. in five years. That represents a rate six 
times that achieved in the last five years. Indian coalfields are admittedly 
mostly shallow and thus capable of exploitation and mechanization at relatively 
low cost. Nevertheless, the coal programme and budget ought to be very 
thoroughly scrutinized, since a breakdown at this point could be fatal to the 
whole plan. At present little, if any, investment provision is directed specifically 
to this tremendous effort in the coal industry. 


SAVINGS AND INFLATION 


The uncertainties about the possibility of achieving the planned increases 
in productivity and production immediately raise the question of whether 
sufficient savings, private or public, will be available to prevent the execution 
of the programme from causing serious inflation. In the first five-year plan 
savings, after an initial spurt, increased only very slowly. Despite the absence 
in these years of conscious moves towards greater equality of incomes, the 
proportion of savings to national income increased only from 5.2 per cent. 
in 1948-49 to 6.8 per cent. in 1953-54; yet in the next five years, during which 
a drive towards greater equalization of incomes is to be rigorously pursued, the 
proportion of savings is projected to rise to some II per cent. of national 
income. Here again the hope must appear somewhat fanciful. The higher 
taxation to be imposed on the upper income groups must reduce their capacity 
and incentive to save, whilst all the indications are that the effect of raising 
the incomes of the peasants will be primarily to increase their consumption 
of their own produce—or even to encourage more leisure. This tendency will 
be the more marked if manufactured consumer goods remain relatively 
expensive on account of the need to stimulate the (less efficient) small-scale 
rather than large-scale industry. For such reasons, it was the essence of the 
Japanese industrial revolution to squeeze the peasant by a heavy fixed land 
tax, leaving his increment small as an inducement to increase production, and 
to put the surplus at the disposal of the Government. Much the same 
happened in the early phases of development in Soviet Russia, and is now 
happening in China (though with less violence and by means of “ self-aid 
groups '’ and “ voluntary ” loans). 

It is difficult to believe that a suffici nt source of revenue and adequate 
pressure on the peasant can be achieved b« the suggested reform of the con- 
stitution to permit taxation to be extc.uded to necessities. These con- 
siderations do not mean that proposals should not be put forward that tend 
to equalize the standard of life; but they do require that much greater attention 
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should be paid to the unfavourable consequences of this policy on investment 
and efficiency. The abhorrence of foreign help—the most obvious mitigating 
influence—might be one of the reasons why these problems have been slurred 
over in all plans hitherto published. 

There is a further important potential source of breakdown in the imple- 
mentation of the plan. Total consumption is to increase by some Rs. 20 
billions. But of this increase all but one-third is projected in food grains. 
Without direct controls capable of steering demand in the course set by 
production there is a grave risk of shortages and bottlenecks—which in India 
are likely to be particularly intensified by resultant speculative withholding of 
stocks. In such an atmosphere a general inflation would be scarcely avoidable. 

Another problem for which inadequate provision for planning has been 
made is that of achieving the tremendous increase envisaged in investment in 
industry, utilities and social services in the public sector. The extent to 
which the public sector will dominate is apparent from Table I: its total 
investment is expected to reach Rs. 34 billions against Rs. 22 billions in the 
private sector. There is no indication where the administrators are to come 
from. The taking over of the sugar industry and certain other industries 
that might derive undue profit from the violent expansion in the demand for 
their products is contemplated—in my opinion very rightly. But no inkling 
is given at what point these industries are to be taken over and how managers 
will be chosen. Yet these are surely the problems that have to be tackled now. 

The task of private industry under the new plan appears to be to increase 
output considerably without much investment—this achievement is indeed 
vital if inflation is to be avoided. The proposed tax measures, however, go 
far beyond anything attempted even in Britain, with its century-old system 
of income tax collection and its far-reaching acceptance of the need for limiting 
inequality of incomes. The demand for an absolute limitation of incomes, 
which is now being put forward in India, must result in wholesale avoidance 
and outright cheating—which must undoubtedly be detrimental to the most 
efficient allocation and use of resources. The extravagance encouraged by 
penal taxation of companies needs no elaboration. If equality is indeed to 
be achieved at the pace envisaged, the only possible method of implementing 
it appears to be a revolutionary confiscation of property. 

Private industry does also not appear likely to follow the pattern of 
investment laid down for it. The plan aims to increase output mainly of 
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capital goods—even in the private sector. Yet there is no doubt that the 
best profits will arise in the consumption goods industries, even if harsh 
measures are taken (through excise taxes for example) to suppress the cost 
differential in favour of factory-produced goods. Were there sufficient tax 
incentive or direct controls to force investment away from the most profitable 
outlets scepticism might be less justified. But, in fact, the efficiency of even 
those controls that have been left in being (those on building materials and 
capital issues are the chief amongst them) has been undermined by the 
“ liberalizing ’’’ policy of the Ministry of Commerce and Industry. The 
only remaining way in which private capital could be directed would be to 
elaborate complicated differential taxes on investment in those fields in which 
it was to be discouraged and to provide tax exemptions or even bonuses for 
investment in those sectors of the economy that are destined for expansion. 
This is the course recommended by the Indian Taxation Commission; but no 
effect has been given to the Report as yet. Nor has there been any attempt to 
indicate the minimum role to be played by physical controls and the ways of 
restoring them. 

Much play has been made in some Western circles with the inflationary 
implications of the programme of deficit finance that India has adopted to 
carry through its plan. This criticism is misconceived. In recent years there 
has been a greater tendency to deflation than inflation; in the past year the 
budget deficit of Rs. 2 billions was easily covered by the increase in produc- 
tivity. The danger of inflation in India’s development:is indeed acute. But 
it arises from shortcomings in real output rather than in over-expansion of 
the money supply. 

FINANCING INCREASED IMPORTS 

The danger that inflationary speculation and hoarding on a menacing 
scale would follow significant shortages and bottlenecks in production is, 
moreover, the greater as traders’ fears are likely to be aroused by difficulties 
on the balance of payments. External payments may indeed prove the 
biggest headache of all for India’s planners. The projected increase in invest- 
ment of some Rs. 30 billions is expected to demand an increase of imports to 
around Rs. 12 billions in the five years—that is to no less than three times their 
present value. 

Thus additional foreign exchange totalling some Rs. 10 billions (£750 
millions) will have to be found over the next five years—from foreign loans, 
grants and an increase in exports. This calculation makes no provision for the 
possibility of bad monsoons, for a decrease in exportable supplies as a result 
of an increase in the consumption of the peasants, or for a worsening in the 
terms of trade. The more probable amount that will eventually need to be 
raised may be rather nearer to Rs. 12-16 billions, or {g00-1,200 millions. 

The dominating conclusion that follows from this assessment of India’s 
inspiring and yet inadequately considered plan is that its success demands a 
very considerable measure of outside help. A heroic effort is needed in India 
itself to increase administrative and technical knowledge. New cadres will 
have to be educated and attracted where they are most required. A ruthless 
reform of the choice of the administrative elite will have to proceed parallel 
with the industrial revolution. But foreign experts are still essential— 
especially in the scientific and technical fields; and Indians will have to be 
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sent abroad in far greater numbers than in the past. This is the first vital 
field for the closest co-operation with the West. 

In the second place it appears that breakdowns in vital sectors can be 
avoided and the minimum progress compatible with meeting the Chinese 
economic challenge secured only if the United States, Britain and other 
Western countries evolve a bold and highly flexible plan of foreign aid to 
India. Fortunately, the emergency import demands of India for fuel, food 
or raw materials are very likely to be for commodities that are in surplus in 
the United States. But there may also be some need for industrial products, 
and in particular steel; and here Britain and other Commonwealth countries. 
must play their part. 

Indian experts and the Indian Government may not wish, for political 
reasons, themselves to put forward demands for help. It is therefore upon 
India’s friends in the West that the duty devolves of insisting that increased 
help should be given. There will no doubt be many people who feel that the 
Indian programme of combining harsh taxation of private incomes with a 
relentless increase in the scope of nationally owned industry makes India 
unfit for Western support. They should reflect that failure, far from bringing 
the country nearer to orthodox conceptions, is very likely to push it far on 
the road towards Left extremism. On the other hand, a successful attempt 
to help the implementation of the present programme will safeguard the fate 
of India’s unique experiment in democratic planning for an under-developed 
area—and thus the fate of the Western cause in a strategically and ideo- 


logically vital area. 
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Israel’s New Central Bank 
By a Correspondent in Tel-Aviv 


following its creation in 1948 were widely construed as very much more 
than mere teething troubles. In conjunction with the pressures from the 
surrounding Arab countries, the instability in the internal economy and the 
chronic deficiency of overseas earnings appeared to challenge the very possibility 
of the continuation of Israel as an independent state. The challenge was met; 
and in the past year or two the Israeli economy may be said to have found its 
feet. Difficult problems certainly remain. The country is still uncomfortably 
dependent on receipts of capital and donations from abroad; and, notwith- 
standing the establishment of a central bank at the end of last year (discussed 
in detail below), the authorities have still not succeeded in evolving a smoothly 
working system of monetary control. But the significant and heartening fact 
is that these problems have now been reduced to manageable proportions. 
The question of the economic survival of Israel is no longer in doubt. 
In the first quarter of 1955 Israel’s merchandize exports covered just under 
40 per cent. of its imports; and there was probably a further deficit, though a 
small one, on “ invisibles’’. To most countries a trade deficit of this order 
would appear alarming indeed; but for Israel it actually represents a great 
recovery. In 1948-49 exports were running at no more than 10 per cent. of 
merchandize imports, and even by 1953 at little more than 20 per cent. The 
balance of payments has been propped up by large special receipts—private 
donations from Jewish persons and institutions abroad (and especially in 
the United States), grants-in-aid from the United States Government, foreign 
loans floated by the Israeli Government and, since 1953, by reparations from 
Germany. Although American aid and private transfers are now diminishing, 
reparations from Germany are well under way—in 1954 the payments reached 
$78 millions, which represented a higher annual rate than that provided for 
under the agreement for $822 millions to be paid over twelve years. Given 
this flow of special payments, the recovery in exports—from $60 millions 
in 1953 to $88 millions in 1954 and an annual rate of $121 millions in the first 
quarter of this year—has meant that a start has been made in the rebuilding of 
the foreign exchange reserves, so severely depleted in the early years of 
independence. At the beginning of 1954 the country’s reserves amounted to 
no more than $4 millions; by the end of the year they had reached $30 millions, 
and since then there has been a further increase. 
_ The marked recovery in Israel's external accounts may be traced to the 
swing towards a more orthodox economic policy that occurred at the beginning 
of 1952. The “‘ new economic policy ” then introduced placed greater reliance 
on the price mechanism in both the domestic and the international spheres. 
Price controls and rationing were gradually abolished, greater efforts were 
made to control the volume of credit (though not, admittedly, through higher 
interest rates), and the unrealistic rate of exchange of parity with sterling 
(If1= $2.80) was abandoned by stages. By end-1954 the rate of If1.80= $1 


T isis economic difficulties that beset the state of Israel in the first years 
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had been made applicable to all commercial transactions (though still not 
to certain capital inflows, which are convertible at the “ official ’’ rate of parity 
with the dollar). 

These vital moves have indeed been taken only slowly, and seemingly at 
times half-heartedly; but they have unquestionably been in the right direction. 
The same verdict must be given to the still more cumbrous steps taken in the 
field of monetary policy. The authorities have relied for the most part on 
control through minimum liquidity ratios and through the establishment of 
absolute limits to the volume of the commercial banks’ deposits. The interest 
weapon has not been deliberately used; a formal “‘ maximum ”’ rate of 9 per 
cent. is decreed, but in fact rates for marginal supplies of money range 
as high as 20 or even 25 per cent. The arbitrary effects of these controls has 
inevitably given rise to widespread complaints over the tightness and expensive- 
ness of money; and the Government has, in fact, permitted the banks to over- 
step in certain cases the limits to their loans laid down by the quantitative 
regulations. But the basic malady in Israeli monetary policy appears to have 
been less the lack of the will to follow an orthodox policy than the absence 
of the means to implement it. The credit structure is highly inflexible; there 
is no organized money market and, until December 1, 1954, there was no central 
bank. The new Bank of Israel, armed with a full array of central banking 
powers, should be able to create a more viable money market. But in the initial 
stages at least the disordered state of that market makes the effective operation 
of the orthodox weapons of control unusually difficult. 


THE NEW CENTRAL BANKING POWERS 

The Bank of Israel is the country’s first central bank. During the first six 
years of independence, certain central banking functions were carried out by 
the leading commercial bank, the Bank Leumi le-Israel (formerly the Anglo- 
Palestine Bank); others by Government departments; whilst certain key 
functions remained unperformed. The absence of a central bank was attribut- 
able to the monetary arrangements obtaining during the period of the British 
mandate. The Palestine currency was tied to sterling and valued at par 
with it; it was issued by the Palestine Currency Board, which had its seat in 
London, against pounds sterling only. Cover against sterling was actually more 
than 100 per cent., as accruing interest was also investedin London. The money 
supply was accordingly determined primarily by movements in the balance 
of payments; the pursuit of independent exchange or monetary policies was 
impossible. The task of the Controller of Foreign Exchange, appointed when 
exchange controls were introduced in 1939, was largely a technical one. Thus 
it was that, on the establishment of the independent state, the country found 
itself with neither the necessary experience nor the appropriate institution to 
bear responsibility for exchange and monetary policies. 

Under the pressure of events, it was therefore natural that the Government 
should turn to the Bank Leumi, which was created by the World Zionist 
Organization and had long been banker to the Jewish Agency. In 1948 it 
became banker also to the Israeli Government. It was temporarily charged 
with the performance of certain central banking functions. An Issue Depart- 
ment was set up to issue the Israeli currency on behalf of the Government. 
But, not unnaturally, regulation and supervision of commercial banks on the 
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lines laid down in the Banking Ordinance, I941, were not transferred to the 
Bank Leumi, but remained with the Bank Examiner. Exchange control and 
exchange policy were placed under the control of the Minister of Finance, but 
the Bank Leumi became the holder of the Government’s foreign currency 
accounts, and also administrator of Government loans. 

This state of affairs was, of course, acceptable only as a stop-gap. A 
commercial bank was clearly not the institution to perform central banking 
functions such as lender of the last resort, holder of the cash reserves of the 
commercial banks and the grant of rediscount facilities. The creation of a 
central bank therefore became a logical and desirable step. The underlying 
reasons were summarized by the Israeli Prime Minister, Mr. Moshe Sharett, 
at the opening of the Bank of Israel. Mr. Sharett paid an eloquent tribute to 
the work of the Bank Leumi in its work as central banker-substitute over the 
six years; but he felt that ““ we must place at the head of our banking system an 
institution which will be the direct instrument of the Government ”’. 

The duties of the central bank are defined in the Bank of Israel Law. 
They are: 

to administer, regulate and direct the currency system, and to regulate and 

direct the credit and banking system in Israel, in accordance with the economic 

policy of the Government and with a view to promoting by monetary measures: 

(a) the stabilization of the value of the currency in Israel and outside Israel ; 

and (b) a high level of production, employment, national income and capital 

investments in Israel. 

To enable it to perform these functions, the bank has been invested with legal 
powers to pursue all the activities that normally fall within the purview of a 
central bank. Thus, the Bank of Israel is entitled to undertake open market 
operations, to rediscount bills of exchange, promissory notes and other transfer- 
able documents, to grant a limited amount of short-term credit to the 
Government, to lay down minimum ratios of liquid assets to be held by the 
commercial banks, and to exercise credit control. It should be noted that 
before the passing of the Bank of Israel Law the Government was not in 
possession of the legal powers to exercise credit controls: the Banking 
Ordinance, 1941 (which is now administered by the Governor of the central 
bank), covered the more limited field of legal requirements of newly created 
banks and similar technical matters. 

Credit controls could therefore be exercised only in co-operation with the 
banks. This was, happily, always forthcoming. But it was clearly desirable to 
place control on a firmer footing—more especially on account of the laxity 
with which the agreements were at times carried out. The controls at present 
in force require banks to hold in liquid assets 50 per cent. of deposits held 
at March 31, 1951; 75 per cent. of any subsequent increase in deposits in the 
ensuing two years; and go per cent. of any increase in deposits since March 31, 
1953. In addition, absolute ceilings to the volume of bank loans have been 
laid down for individual banks. These were fixed first at the level of loans. 
outstanding in November, 1953; subsequently they were raised by a total 
of ifg millions for all banks together. But the Bank of Israel has made 
additional facilities, to a maximum of a further If6 millions, available in 
direct loans to banks at 6 per cent.—granted on the condition that the money 
is re-lent at not more than 84 per cent. These special credits take the place 
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of the former concessions exempting certain loans from the liquidity regulation ; 
they could perhaps become important media of the central bank’s control 
over the volume of credit and influence over its price. 

The capital of the Bank of Israel has been provided by the Government. 
The Governor, who will also act as Government adviser on monetary and other 
economic matters, is appointed by the President of the State, while either one 
or two Deputy Governors are appointed by the Government. The first Governor 
is Mr. David Horowitz, well-known economist and former Director-General of 
the Ministry of Finance. Mr. Horowitz will represent his country at the annual 
meetings of the International Monetary Fund and the International Bank for 
Reconstruction and Development, w hich Israel joined at the beginning of 1954. 
But ultimate responsibility for monetary policy rests with the Government. 
An Advisory Committee, consisting of seven Government-appointed members, 
has to be consulted on almost all matters of policy. In addition, the law provides 
for an Advisory Board consisting of the members of the Advisory Committee 
and eight other members. Mr. S. Hoofien, chairman of the Bank Leumi le-I[srael, 
acts as chairman of both the committee and the board. 

In the first few months of its operation the new central bank has understand- 
ably been moving only cautiously, feeling its way to its position at the apex of 
Israel’s monetary structure. Little use has yet been made of the rediscount 
facility or of open market operations. Indeed, before the Bank of Israel can 
wield its orthodox weapons with the desired effect, it probably needs to take 
steps to remove some of the present imperfections and artificialities in the 
money market. Removal of the arbitrary limit of 9 per cent. on interest rates 
would be the most useful first move—and by no means necessarily one that 
would raise the cost of borrowing, given the extraordinarily high rates now 
paid in the “ grey’ markets. The official policies of freeing the economy and 
of restricting the volume of credit have paid handsome dividends in recent years ; 
there are accordingly many demands that these principles should be carried 
further, in the application of the price mechanism to money itself. The way 
would then be clear for a more flexible monetary structure under the new 


central bank. 
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Better Balance in Ireland’s Economy 
By James Meenan 


comment by the Central Bank of Ireland, in its recently issued annual 

report, upon the external trade of the republic in 1954 is an eloquent 
reminder of the vital and increasing role that agriculture plays in Ireland’s 
economy and especially in its balance of payments. The changes in the 
economy since THE BANKER’S last “ survey ”’ include some interesting trends, 
though the pace of change has not been great. The essential economic 
features of the country have remained almost unaltered through peace and 
war, depression and boom. But in the last couple of years the general trend 
has been in the right direction, towards increased productivity and exports, 
coupled with greater stability in the balance of payments. Thus a note of 
qualified optimism has crept into economic commentaries. 

In 1954 the volume of gross agricultural output was fully 4 per cent. 
greater than in the previous year and some I0 per cent. greater than in 
1938-39. By the general standards of Western Europe that degree of growth 
is not spectacular; but in an Irish context it is encouraging. The level of 
physical output on Irish farms has been broadly unaltered in the last thirty or 
forty years. There has been some switching from one form of production to 
another in sympathy with the changes of world prices or of official policy, but 
total output has not changed greatly and until a few years ago it was indeed 
still well below the level of the late 1920s. There has been some controversy 
lately whether this stagnation was due to the shortcomings of official policy 
or to the inadequacy of Irish farmers or, more deeply, to a social system, that 
was characterized by family worked farms with low standards of output and 
consumption. But the continued agricultural prosperity of these past four 
years has softened these issues, and gross output has grown throughout this 
period. It is also encouraging to note that the input of feeding-stuffs, ferti- 
lizers, etc., has increased sharply. That Irish farmers do not put enough 
back into the land has been a familiar criticism, but it now seems to be losing 
its point. There has indeed been an unmistakable and most valuable change 
in the approach to agricultural matters. It is caused partly, no doubt, by a 
more vigorous official policy, partly by the fact that farmers to-day (for the 
first time since the “ economic war’’ in the early 1930s) possess adequate 
working capital, and more particularly by the growth of Young Farmers’ 
Clubs—which has some claim to be regarded as the most encouraging social 
and economic change that the country has seen in this generation. 

The increase in output, however, is still patchy. It is wholly due to an 
increase in the total output of livestock. The number of cattle reached 
record levels in 1954; on the other hand, the output of pigs and poultry, the 
stand-by of the smaller farmers, decreased. This seems to be as much a 
matter of breeding policy as of prices: the first is receiving attention, the 
second will largely depend on the general economic policy of the Government. 
{t has been reported that the number of cattle under one year old has 
increased; and, while that is significant for the prospects of future production 


bis Q)eom again, the bullock saved the day for the Irish economy ’’. This 
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here is that if flexible monetary policy is to be the main and sure regulator 
of the economy in present conditions, it must operate sufficiently smoothly 
to be acceptable to public opinion—which is painfully slow to understand 
these techniques and at present includes a good deal of suspicion of them.* 
The case for the syndicate, and its new function of “‘ covering the tender ’’, 
is that without it this minimum degree of smoothness might not be attainable, 
because from time to time the authorities would be driven to pursue ambiguous 
and rapidly changing tactics that would produce severe jolts and confusion in 
the market. These difficulties, moreover, would be most likely to arise 
precisely when a policy of consistent firmness was most needed. — 


RISK OF CONTRADICTORY OFFICIAL TACTICS 


If Britain was facing a sharp inflationary crisis, accompanied by strain on 
the balance of payments and withdrawal of overseas funds, and monetary 
policy was being stiffened, expectations of a rise in Bank rate would be liable 
to cause a marked contraction of demand for bills at the weekly tenders. 
To ensure the coverage of the tender the Bank of England would either have 
to try to allay these fears by easing credit in the market, or would have to 
provide the Treasury with additional finance itself—by increasing its own 
application for the bills or by making Ways and Means advances (accom- 
panied by a reduction or under-allotment of the bill offering). Every one of 
these expedients would ease the pressure on the market and would involve a 
temporary reversal of the policy the authorities were anxious to pursue. A 
practical illustration of how this would happen is given later in this article. 

Dr. Lees in effect suggests, first, that the decline in demand for bills would 
not be likely to be so large as this argument implies, and, secondly, that the 
authorities’ action could not have these credit-easing effects unless the supply 
of bills were already substantially beyond the natural volume as dictated by 
the needs of financial institutions. In both respects he misjudges the workings 
of the mechanism in practice. If there were no syndicate (or perhaps even 
if the syndicate did not reckon to cover the tender), the clearing banks would 
not maintain, as a matter of rule, their abstention from tendering; if the 
banks individually did not tender every week, they would certainly tender 
whenever it suited them to do so. Whenever the trend of rates was upwards, 
they would try to keep their liquid assets as short-dated as possible—by 
curtailing bill portfolios and increasing call money. 

In the long run, of course, this would be possible only in so far as the 
discount houses were prepared to substitute clearing bank money for “‘outside’”’ 
money, and/or—despite their similar desire to avoid being badly caught by a 
rise in Bank rate—to carry bigger portfolios themselves. In the early stages, 
because the basic function of the market requires it to meet the needs of the 
banks, they would tend to do both; but as soon as Bank rate fears reached a 
peak, the banks and market would be liable to take precautions simultaneously. 
At a given tender, or even at two successive ones, the demands from both banks 
and market could fall off very significantly. Moreover, the greater the pressure 
on sterling from withdrawal of overseas funds, the more the domestic applica- 
tions (as well as the overseas ones) would be liable to be reduced, because the 
tenderers, knowing that “ outside ’’ competition would be slight or even 





* As, indeed, is demonstrated, in a wider context, in the opening article of this issue (see page 79). 
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non-existent, would be anxious to avoid the risk of getting more bills than 
they wanted.* 

This reduction in demand for bills by the banks and discount market 
would not, as Dr. Lees argues, represent a demand for cash to be held idle 
instead, so that the Bank of England’s involuntary credit creation would be 
innocuous and devoid of significance. On the contrary, the additional cash 
would at once press upon the market as the banks tried to employ it in call 
loans to discount houses whose needs were already reduced by the cut in their 
own tenders. Inevitably, the official policy of keeping rates firm would be 
sharply interrupted, and serious doubts would be aroused about the authorities’ 
intentions—doubts that would not be likely to be quickly allayed even though 
the authorities promptly tried to mop up the credit surplus by open market 
offerings of bills. 

Nor is it true that this situation could not arise unless the supply of 
Treasury bills was more than adequate to provide the banks and other 
financial institutions with the volume of liquid assets they currently desired. 
The banks, as has been shown, would not be trying to reduce their liquid 
assets (nor could they do so by this means in any case) but simply to alter 
their composition. It is true, of course, that although individual banks 
might succeed in switching from bills to call money to the extent they hoped, 
the clearing banks considered as a group could scarcely do so, and would be 
liable to find that to some extent they had switched from bills into cash 
instead. But if cash was thus held temporarily idle—in the sense that the 
cash ratio had been unintentionally forced above 8 per cent.—that would 
happen only after the surplus had exerted its full pressure upon the market 
rates and marginal supplies of floating money had become “ unlendable ”’. 
Moreover, unless and until the authorities had mopped up the surplus (by yet 
another reversal of their tactics), it would continue to weigh upon the market. 

In principle, the only condition in which the pressure might not be thus 
sustained is if the liquidity ratio was already regarded as undesirably high. 
Then, after the increase in the cash ratio, the banks might tend—dquite apart 
from their desire to switch from bills to call money—to correct the excess in 
both ratios by buying investments or making additional loans. Such a 
conflicting set of circumstances is most unlikely to arise in practice; but, if 
it did arise, it would create a further and quite separate threat to the intended 
firmness of official policy. As Dr. Lees points out, there would then be a 
clear case for funding operations to bring the liquidity ratio back to normal; 
but that would not of itself prevent a recurrence of the first type of threat. 

Admittedly, though the threat of a shortfall in applications at the tenders 

might worry and hamper the authorities repeatedly during a phase of rising 
rates, any actual shortfall would be likely to be of brief duration. The banks 
could not for long force the discount market to bear a disproportionate share 
of the risk of loss on bills from a rise in Bank rate; there are limits to the 
extent to which they could curtail their tenders and/or their purchases from 





* Admittedly, to the extent that withdrawal of “‘ outside ’’ funds from the tender was asso- 
ciated with purchases of foreign exchange from the Exchange Equalization Account, that 
Account would have sterling to invest in bills, so that the tender issue could be correspondingly 
reduced (by “‘ under-allotment ’’ at the next tender or a cut in the offering for the one after 
that) or the authorities could increase their own participation, or buy bills on the market, without 
causing any net increase in bank cash. But not all ‘‘ outside ’’ funds withdrawn from the tenders 
would be thus employed; the greater part might be expected to press upon the short loan market. 
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the market.* The same is true of the discount market. A discount house 
could not long remain in business—even though its activities in bonds were 
profitable—unless its bill portfolio was at most times adequate to meet the 
needs of its principal customers, the clearing banks. For this purpose it 
relies upon Treasury bills to a much greater extent than it did in the ‘twenties. 
But this difference, so far from reducing the risk of big fluctuations in demand 
at the tenders, greatly increases it. A discount house now could not for 
long cut its tenders drastically (even though it knew that the tenders were 
liable to involve it in loss) unless it intended permanently to curtail its 
activities in the market; but it could cut them drastically in the short run, 
and might even abstain altogether at a single tender when the risk seemed 
greatest, if its portfolio had not already been much run down. And any 
given percentage cut would have greater effect now than it would have done 
when the supply of commercial bills was large. 


How JOLTS WOULD ARISE 


Dr. Lees supposes that such short-term fluctuations would not matter, 
whereas the practical argument precisely is that they would matter greatly, 
and are indeed the essence of the problem. Given the certainty that the 
stress upon them would always come at the worst possible moment, the 
monetary authorities would be likely to regard even a single week’s shortfall 
as a grave impediment to their policy, and, doubtless, would particularly 
regret the confusion of tactics in which it would involve them. A specific 
example is perhaps desirable here. Suppose the authorities are urgently 
tightening credit and raising market rates at a moment of danger, but feel that 
the weapon of an actual increase in Bank rate—perhaps a second increase— 
should be held in reserve for a while. In a given week they have squeezed the 
market on successive days; by Thursday, despite the maintenance of Bank 
rate, fears of an increase in the following week make it likely that the Friday’s 
tender will not be covered. On the Thursday and Friday, accordingly, the 
authorities moderately relax their squeeze; this allays the market’s fears to 
some extent, but the Bank of England still has to take an undue share of the 
issue itself. The Bank is therefore anxious to restore the squeeze and to keep 
market rates firm—the more so because it still hopes to keep Bank rate in 
reserve. But throughout the ensuing week the cash supply will be further 
expanded as the banks and market receive the excess of their bill maturities 
over payments, and as the Bank takes up and pays for its allotment. This cash 
will weigh upon the market, and will seem to reinforce the reassuring official 
tactics of the previous Thursday and Friday. To reverse this impression the 
Bank will have to press bills upon the market in order to mop up the surplus 
credit. But if it still hopes to defer the Bank rate increase, these sales will 
require extraordinary finesse. Otherwise they will drive the bewildered market 
to the opposite extreme, and by Thursday the whole embarrassing cycle will 


begin again. 





*The theoretical limit is set by the point at which the banks’ sacrifice of interest on call 
money (by forcing rates down and/or by having funds “‘ unlent ’’) appears to be just balanced by 
the advantage of avoiding future loss by keeping down the bill portfolio on the eve of an appre- 
hended rise in Bank rate (plus any additional return secured from such bills as are bought, if the 
general decline in demand for bills has forced rates up). This limit, however, affords important 
latitude in the short run; and it is solely with the short run that the above argument is concerned. 
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The authorities would be likely to regard such possibilities as imposing an 
intolerable limitation upon them. All recent experience has shown how tech- 
nically difficult it is for them to make the drift of their policy apparent solely 
from their actions in and upon the market; yet a flexible policy is never likely 
to achieve its optimum results if it has constantly to be ‘“‘ explained ”’ in other 
ways. Any technical circumstance that causes apparent inconsistencies in 
official tactics in quick succession will militate against success, and so will any 
tendency to undue and seemingly irrational fluctuations in rates. 

In present circumstances, in the absence of a syndicate that broadly 
covered the tender, and assuming that the banks no longer abstained from 
tendering, the rate fluctuations would certainly be much wider than they are 
now, and could easily become so variable as to be confusing and seemingly 
irrational, to the embarrassment of official policy. To emphasize the 
undesirability of such fluctuations is not to plead that “ stability ”’ of rates 
is desirable; at this point Dr. Lees overstates the argument that he is 
attacking. Obviously, a policy of flexible money depends absolutely upon 
the flexibility of rates, as has been forcibly argued in these columns on many 
occasions. But this analysis does raise a presumption—possibly a rebuttable 
one—that a tender bill issue of the present magnitude is larger than the 
market can handle without either some degree of ““ management ”’ or a risk 
of excessive fluctuations. The risk is enhanced—and not, as some have 
argued, reduced—by the fact that the Treasury bills so far exceed the com- 
mercial bills, since a huge part of the total supply comes up for renewal in 
a single weekly block. Nor is it realistic to suppose that, given an entirely 
free tender, a bank or discount house would never get an excessive allotment 
or would never—except “‘ by the most inept tendering ’’—get much less than 
it wanted. Both these things would happen frequently, and that is one of 
the major reasons why rate oscillations would be likely to become violent. 
Submission of tenders at a range of rates—which is a possibility that merits 
study even by the syndicate—might ease the difficulties for the market, but 
it would not solve the basic problem. 





PRINCIPLE VERSUS EXPEDIENCY 

None of these considerations, it should be emphasized, amounts to a 
defence of syndication in principle. The logical deduction to be drawn from 
them—if the purpose is, as it should be, to create as flexible a monetary 
mechanism as possible—is that the bill issue should be reduced to the point 
at which the difficulties to be expected in the absence of syndication shrink 
to acceptable proportions. The argument in essence is one of degree, even 
of expediency, and not of principle. But, prima facie, it does seem that any 
reduction of the bill issue sufficient to keep the difficulties within bounds 
would force it much below the levels to which the firmly-established liquidity 
practices of the banks and other financial institutions are keyed. This poses 
a dilemma on which no final opinion will be voiced here; but it evidently 
merits careful thought. 

In the meantime, it might seem that, though the bill issue remains large, 
principle could still triumph over expediency if the discount market increased 
its capital instead. But this is probably a delusive alternative. By the 
standards of the ’thirties and perhaps of the ’twenties, even the bill side of 
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the market’s business is under-capitalized, but there is no reason to suppose 
that the market sees any need or justification for any increase of capital on 
that account (whatever might be thought about the bond side of the business 
if flexible money is going to involve spasms of bank selling of the kind experi- 
enced this year). A more significant consideration is that, if the tender were 
fully freed—and kept free—some houses in the market would in present 
conditions be more likely to reduce their bill activities than to expand them. 
They would not feel sure that the rewards would match the great increase in 
risks. Finally, though an increase in capital might be accompanied by an 
increase in the average level of the bill portfolio, and might help to prevent 
excessive rate fluctuations in normal times, it would certainly not ensure the 
maintenance of tenders when an increase in Bank rate was feared—which is 
the crux of the problem. 

Unless and until the bill issue becomes less unwieldy, there would seem to 
be two possible lines of progressive development. There is first the route 
advocated by Dr. Lees, the route of “ principle ’’ at all costs. He discounts 
all considerations of expediency. Ifa free tender system would involve jolts, 
so much the better—for the jolts will force the authorities to see their own 
errors or timidities, will show clearly when they are raising rates too slowly 
or are mistakenly failing to curtail liquidity ratios.* There is much force in 
this argument; in principle, though not in degree, it resembles the arguments 
dev loped at length in THE BANKER last autumn.f If there are signs that a 
spur is needed to keep the authorities from flagging in their pursuit of ortho- 
doxy, it may te better to run the risks that a spurred policy might be overruled 
by public cppositicn than to rest ccntent with an excessively cautious policy. 

After its advance in the past six months, however, policy is riding between 
the two extremes. It does not seem necessary to force the pace so sharply 
provided the progress continues. And if the spur is to be avoided on grounds 
of expediency, this means, in the present context, that some degree of 
‘management ”’ of the tender is likely to be needed at least until the dilemma 
posed above is resolved. It does not mean, however, that the present 
arrangements must not be changed. On the contrary, the alternative line of 
progress—and probably, indeed, the more promising of the two—should be 
the maximum liberalization of the system that is consistent with the limited 
first objective. The possibilities of change are too intricately technical for 
discussion in this article; but one element must not be significantly changed. 
So long as the syndicate persists, it must be recognized that its claim to the 
performance of functions necessary (or expedient) in the national interest 
rests solely on the principle that its applications each week broadly cover 


the tender. 
W.T.C.K. 





* In the particular context, if the authorities wished to avoid the risk of embarrassment by 
a Shortfall of applications, they would always, whenever higher rates were needed, have to raise 
Bank rate so fast and so far that no further rise was feared. 


t Articles from the issues of September, October and November, reprinted in pamphlet form 
under the general title of “‘ Flexible Money and Full Employment ”’. 


























India’s Second Five-Year Plan 
A Critical Appraisal 
By T. Balogh 


HE end of the war and of British rule found India’s economy in a 
[critica state. The country had always been poor and, at any rate in 
the twentieth century, little had been done to relieve distress by a 
consciously planned development. During the war the disorganization of 
transport and the loss of foreign supplies had led to a severe famine. The 
partition of British India left further terrible scars on the body economic of 
the Hindu part. It lost a large portion of its net surplus areas of food and 
agricultural raw materials. Yet the population was growing continuously. 
It was under these conditions of potential famine and catastrophe— 
staved off in the end by foreign help—that the first Five-Year Plan was con- 
ceived to initiate a programme of planned expansion. Altogether a total 
investment of some Rs. 27 billions was then contemplated. This represented 


TABLE I 
ALLOCATION OF TOTAL INVESTMENT IN INDIA UNDER SECOND 
FIVE-YEAR PLAN 


Of which 
Rupees Percentage Private Public 
crores of Total Sector Sector 
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an increase by almost one-half in the five years. It was also hoped to reverse 
the trend towards lower real income per head. 

In the event, by the end of the fourth year of the plan (the end of 1954) 
most targets have been reached, though capital investment lags markedly 
behind schedule. Output per head has increased from 256 to 282 rupees (about 
{21). Industrial production has risen by more than half and agricultural 
output by some 15 per cent. The danger of a decline in real output and 
income per head, a danger that has dogged all under-developed areas since as 
far back as 1914, has been averted, at any rate for the moment. Nor is this 
all. The Indian balance of payments, which in the first years of independence 
was propped up with difficulty, and only by continuous reliance on war-time 
accumulations of sterling balances and also on American aid, has recently 
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the market’s business is under-capitalized, but there is no reason to suppose 
that the market sees any need or justification for any increase of capital on 
that account (whatever might be thought about the bond side of the business 
if flexible money is going to involve spasms of bank selling of the kind experi- 
enced this year). A more significant consideration is that, if the tender were 
fully freed—and kept free—some houses in the market would in present 
conditions be more likely to reduce their bill activities than to expand them. 
They would not feel sure that the rewards would match the great increase in 
risks. Finally, though an increase in capital might be accompanied by an 
increase in the average level of the bill portfolio, and might help to prevent 
excessive rate fluctuations in normal times, it would certainly not ensure the 
maintenance of tenders when an increase in Bank rate was feared—which is 
the crux of the problem. 

Unless and until the bill issue becomes less unwieldy, there would seem to 
be two possible lines of progressive development. There is first the route 
advocated by Dr. Lees, the route of “ principle ”’ at all costs. He discounts 
all considerations of expediency. Ifa free tender system would involve jolts, 
so much the better—for the jolts will force the authorities to see their own 
errors or timidities, will show clearly when they are raising rates too slowly 
or are mistakenly failing to curtail liquidity ratios.* There is much force in 
this argument; in principle, though not in degree, it resembles the arguments 
dev.loped at length in THE BANKER last autumn.ft If there are signs that a 
spur is needed to keep the authorities from flagging in their pursuit of ortho- 
doxy, it may te better to run the risks that a spurred policy might be overruled 
by public cppesiticn than to rest ccntent with an excessively cautious policy. 

After its advance in the past six months, however, policy is riding between 
the two extremes. It does not seem necessary to force the pace so sharply 
provided the progress continues. And if the spur is to be avoided on grounds 
of expediency, this means, in the present context, that some degree of 
“management ”’ of the tender is likely to be needed at least until the dilemma 
posed above is resolved. It does not mean, however, that the present 
arrangements must not be changed. On the contrary, the alternative line of 
progress—and probably, indeed, the more promising of the two—should be 
the maximum liberalization of the system that is consistent with the limited 
first objective. The possibilities of change are too intricately technical for 
discussion in this article; but one element must not be significantly changed. 
So long as the syndicate persists, it must be recognized that its claim to the 
performance of functions necessary (or expedient) in the national interest 
rests solely on the principle that its applications each week broadly cover 


the tender. 
W.T.C.K. 








* In the particular context, if the authorities wished to avoid the risk of embarrassment by 
a Shortfall of applications, they would always, whenever higher rates were needed, have to raise 
Bank rate so fast and so far that no further rise was feared. 


t Articles from the issues of September, October and November, reprinted in pamphlet form 
under the general title of ‘‘ Flexible Money and Full Employment ”’. 
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India’s Second Five-Year Plan 
A Critical Appraisal 
By T. Balogh 


critical state. The country had always been poor and, at any rate in 
the twentieth century, little had been done to relieve distress by a 
consciously planned development. During the war the disorganization of 
transport and the loss of foreign supplies had led to a severe famine. The 
partition of British India left further terrible scars on the body economic of 
the Hindu part. It lost a large portion of its net surplus areas of food and 
agricultural raw materials. Yet the population was growing continuously. 
It was under these conditions of potential famine and catastrophe— 
staved off in the end by foreign help—that the first Five-Year Plan was con- 
ceived to initiate a programme of planned expansion. Altogether a total 
investment of some Rs. 27 billions was then contemplated. This represented 


"Ts end of the war and of British rule found India’s economy in a 


TABLE [ 
ALLOCATION OF TOTAL INVESTMENT IN INDIA UNDER SECOND 
FIVE-YEAR PLAN 


Of which 
Rupees Percentage Private Public 
crores of Total Sector Sector 


Rupees crores 
Agriculture and community development 





(including irrigation and flood control) 950 17.1 200 750 
Power o4 - oa o% - 500 8 .g | 
Transport and communications .. v goo 16.1 > 500 2,300 
Industries and mining a 2a ee 1,400 25.0) 
Construction - id de i 1,350 24.0 1,100 250 
Stocks and miscellaneous .. 500 8.9 400 100 
Total .. eh - 5,000 100.0 2,200 3,400 


ee eS _—___—_—_— —_—_—_—__—_ —_—_— —_ — 


an increase by almost one-half in the five years. It was also hoped to reverse 
the trend towards lower real income per head. 

In the event, by the end of the fourth year of the plan (the end of 1954) 
most targets have been reached, though capital investment lags markedly 
behind schedule. Output per head has increased from 256 to 282 rupees (about 
{21). Industrial production has risen by more than half and agricultural 
output by some 15 per cent. The danger of a decline in real output and 
income per head, a danger that has dogged all under-developed areas since as 
far back as 1914, has been averted, at any rate for the moment. Nor is this 
all. The Indian balance of payments, which in the first years of independence 
was propped up with difficulty, and only by continuous reliance on war-time 
accumulations of sterling balances and also on American aid, has recently 
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undergone a major improvement. Despite the liberalization of import 
controls made recently, not all the contractual releases of blocked sterling 
balances have been utilized to finance imports, and at times there have been 
considerable accumulations of free reserves. 

Nevertheless, the prospect on the eve of the second five-year plan, for all 
the past achievement, is clouded with much doubt and worry. Most of the 
increase in production has been attributable less to new investment than to 
a better utilization of existing equipment—and, in the case of agriculture to 
a run of exceedingly favourable monsoons. The Planning Commission 
accordingly concludes that “‘ a bolder plan for the coming five-year period is, 
in fact, inescapable : 


Our experience in the past few years has focused attention on certain dis- 
quieting features of the economy. Failure of employment opportunities to 
expand pari passu with needs and the fall in agricultural prices have made it 
evident that the rate of investment in the economy is inadequate. While 
agricultural production has increased, there has not been a corresponding 
increase in the demand from the other sectors. This, in part, at any rate, 
may be attributed to the rather insufficient emphasis on industrial develop- 
ment in the first plan period.... For raising the tempo of development in 
the next plan period there must be a greater stress on industrialization. The 
shift will, of course, be relative. Increases in agricultural production and 
productivity must remain for many years to come as a matter of high priority. 


The shortfall of demand for the products of industry has caused substantial 
unemployment and sectional distress—which if sustained might well under- 
mine the stability of the democratic regime. This is the problem at the 
centre of the current discussions on the pattern of the second five-year plan. 

The first framework for this plan has been suggested in recent months by 
Professor Mahalanobis, who as director of the Indian Statistical Institute of 
Calcutta was responsible for bold sample surveys that have shed new light 
on the Indian economy. His draft for a new plan has been accepted by 
the Planning Commission (of which he is a de facto member) as a working 
basis, and. it is now being elaborated in detail. The plan aims, in short, to 
raise national income by 25 per cent. in five years—by increasing investment 
by Rs. 30 billions, from some 6 per cent. of national income to as much as 
II per cent., and by raising employment by a total of 11 millions, which 
is by some 2 millions more than the natural increase in labour force. This 
would still leave the bulk of existing unemployment untouched, but it would 
represent a decisive change in the trend. 

There can be little doubt that drastic action is needed if social stability 
and the democratic order are to be preserved in India. The Congress Party 
has successfully combated the Communist challenge without resorting to 
undemocratic measures. In its struggle it has committed itself to a far- 
reaching programme of economic rehabilitation and reform. Yet it is doubtful 
whether the plan, however essential politically, is technically feasible without 
large-scale foreign help—in the form of both men and supplies. At a number 
of major points the plan as it stands is over-ambitious—even unrealistic. 

Given adequate foreign help, however, India could probably succeed in 
increasing investment above the level needed to maintain output per head, 
and the back of its problem could be broken. It is unfortunate, therefore, 
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that neither Indian nor Western opinion has been sufficiently prepared for 
this economic and political necessity. The demonstration that a democratic 
country, by democratic means and preserving democratic freedoms, can deal 
with the problem of poverty on the Asian scale is surely a vital one for the 
whole free world to make in face of the Communist challenge. 

The fundamental consideration underlying the second five-year plan is 
twofold. In the first place it is assumed that, despite a bold programme of 
social reform, voluntary savings and thus investment capacity can be more 
than doubled—from Rs. 6.5 billions next year to Rs. 13.7 billions in 1960-6r. 
The second assumption is that the output of industrial consumer goods can 
be increased quite dramatically, notwithstanding the special limitations 
imposed by India’s under-worked but relatively inefficient craft industries. 
The plan provides for an increase in investment in the five years of only some 
Rs. 3 billions in consumer goods industries to raise output by fully Rs. 5 billions 
a year, or 30 per cent. The total projected increase in consumption is over 


Rs. 20 billions. 
The success of this ambitious plan is likely to depend on whether the 


TABLE II 
DISTRIBUTION OF INDUSTRIAL INVESTMENT UNDER SECOND 
FIVE-YEAR PLAN 


Rupees 

crores Per cent. 
Iron and steel . Ka . es ba os ws 425 30.4 
Synthetic petrol 8o 5.7 
Heavy machinery for ‘pk: ints ‘for steel and producer er goods 150 10.7 
Heavy electrical equipment .. 40 2.9 
Machinery for agriculture and consumer goods industries 50 3-6 
Existing state enterprises (expansion) - es + 50 3.6 
Cement. ai - ” jit - - 50 3.6 
Chemic als and drug ae - a a wi ‘a 50 3.6 
Fertilisers ‘ 100 7.2 
Aluminium i <a a és o« 30 Pe 
Minerals and prospecting... sa ae es aa 75 5.4 
Factory consumer goods 24 100 et 
Small-scale and village industrie s 200 T4.3 


Total ei a a0 ea 1,400 100.0 


contemplated increase in physical product can be attained by the methods 
proposed, and whether the increased output, even if attained, will be of the 
kinds of goods that are needed. There are doubts on both scores. 

In the first place the “ capital to output ” ratio—expressing the amount 
of capital needed to produce one extra unit of rg aye is envisaged for 
the consumer goods industries in India appears, at 0.6 : I, over-ambitious; 

countries that are considerably further advanced industrially, such as Italy, 
reckon with a ratio of some 1.2 to I, and a still higher ratio in the less developed 
areas of the country. 

The most marked increases in output of consumer goods are expected in the 
small-scale industries. A tremendous effort to educate and train millions of 
people will be needed to accomplish this task. Yet there is no indication of 
the way in which this is to be tackled. Other handicaps suffered by small-scale 
enterprise could be diminished by bulk orders channelled through regional 
offices and by the provision of bulk-purchased raw materials. As United States 











114 THE BANKER 





cotton and other agricultural produce might well be available to India under 
the surplus schemes, such organization would help also the important function 
of the channelling through the economy of foreign aid. But again, there are 
no signs that any organization of the sort is contemplated. Indeed, recent 
trends in policy run counter to conceptions of collective trading. 

Despite the special difficulties, there can be little doubt about the justi- 
fication of the basic approach of directing the bulk of India’s investment in 
the consumption industries towards small-scale industry. The special prob- 
lems of the small industries do indeed account for the fact that total projected 
investment in consumer goods industries is still so meagre. This is strikingly 
apparent from Table II. Out of total investment in manufactures and 
mining of Rs. 14 billions only Rs. 1 billion, or 7.1 per cent., is to go into 
factories producing consumer goods; a further Rs. 2 billions, or 14.3 per cent., 


TABLE III 
DOMESTIC PRODUCT OF INDIA—TREND AND PLAN 


(at 1952-53 prices) 


1950-51 1955-56* I960-61* 1950-51 1955-50* 1960-61* 
Rs. billions ° of Total Product 

Agriculture, etc. .. Si - 45.2 52.8 63.4 49.2 48.9 46.3 

Mining 0.8 1.0 1.5 0.9 0.9 ie 

Factories 7 5.8 8.0 13.5 6.3 ee 9.9 

Small enterprises .. bl a8 Q.3 10.2 14.3 10.1 9.4 10.4 
Railways, communications, banks, 

etc. i “ a a 3.1 3.6 4.7 I. 4 3-3 3.4 

Other commerce and transport .. 13.4 15.1 18.8 14.6 14.0 53.7 
Professions, Government services, 

etc. - a + “ 14.3 + 20.8 15.6 16.0 15.2 

Total domestic product .. 91.9 108.0 137.0 100.0 109.0 100.0 

rE 252 334 — — — 


Per capita product (Rs.) .. 2° 2 
* Estimates 


vis destined for handicraft and village industries (which are hoped to increase 
output by fully one-third). Under-employment in these backward trades is 
very great, and any diversion of scarce capital resources into the factory 
production of consumer goods would naturally further increase distress. 
Hence the attempt to achieve a large increase in the supply of consumer 
goods without undertaking much investment. 

The danger that too much is being expected of the small industries stands 
out from a glance back at experience during the first five-year plan. It can 
be seen from Table III that the increase in the output of small enterprises in 
the last five years was hardly 10 per cent.—against the target of 40 per cent. 
set in the second plan. Employment in these enterprises (which include 
building firms and other non-consumer goods trades) is expected to rise by 
as much as 30 per cent., and output per head by 10 per cent. All this seems 
straining credibility to its limits. 

The targets for agriculture are hardly less sanguine. The relatively small 
size of the increases in agricultural production between the two good monsoon 
years of 1953-54 and 1954-55 suggests that the earlier increase in output was 
not primarily attributable to planned developments, such as the extension of 
irrigation. Thus the jump in production envisaged by the new plan of not 
less than 10 million tons of food grains—an addition of approximately 16 per 
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cent. to present output—is an anticipation of considerable boldness. There 
is some doubt, moreover, whether (for reasons discussed below) a physical 
increase in crops will necessarily increase food supplies available for sale on 
the markets. Nor is it certain whether the increase will be in those products 
for which demand is most likely to expand. 

If the concentration of investment in heavy industry is in principle sound, 
there must be doubts about the proposed distribution of investment within 
the heavy industry sector. A very large percentage of total investment, in 
fact as Table II shows almost half, is to be concentrated on steel and various 
heavy machine industries. Little over 5 per cent. is left for mining. Yet 
Russian experience (not to mention that of Britain) has surely demonstrated 
that the expansion of coal production is a most costly operation. India aims 
at an increase of almost 75 per cent. in five years. That represents a rate six 
times that achieved in the last five years. Indian coalfields are admittedly 
mostly shallow and thus capable of exploitation and mechanization at relatively 
low cost. Nevertheless, the coal programme and budget ought to be very 
thoroughly scrutinized, since a breakdown at this point could be fatal to the 
whole plan. At present little, if any, investment provision is directed specifically 
to this tremendous effort in the coal industry. 


SAVINGS AND INFLATION 

The uncertainties about the possibility of achieving the planned increases 
in productivity and production immediately raise the question of whether 
sufficient savings, private or public, will be available to prevent the execution 
of the programme from causing serious inflation. In the first five-year plan 
savings, after an initial spurt, increased only very slowly. Despite the absence 
in these years of conscious moves towards greater equality of incomes, the 
proportion of savings to national income increased only from 5.2 per cent. 
in 1948-49 to 6.8 per cent. in 1953-54; yet in the next five years, during which 
a drive towards greater equalization of incomes is to be rigorously pursued, the 
proportion of savings is projected to rise to some II per cent. of national 
income. Here again the hope must appear somewhat fanciful. The higher 
taxation to be imposed on the upper income groups must reduce their capacity 
and incentive to save, whilst all the indications are that the effect of raising 
the incomes of the peasants will be primarily to increase their consumption 
of their own produce—or even to encourage more leisure. This tendency will 
be the more marked if manufactured consumer goods remain relatively 
expensive on account of the need to stimulate the (less efficient) small-scale 
rather than large-scale industry. For such reasons, it was the essence of the 
Japanese industrial revolution to squeeze the peasant by a heavy fixed land 
tax, leaving his increment small as an inducement to increase production, and 
to put the surplus at the disposal of the Government. Much the same 
happened in the early phases of development in Soviet Russia, and is now 
happening in China (though with less violence and by means of “ self-aid 
groups ’’ and “ voluntary ”’ loans). 

It is difficult to believe that a sufficient source of revenue and adequate 
pressure on the peasant can be achieved by the suggested reform of the con- 
stitution to permit taxation to be extended to necessities. These con- 
siderations do not mean that proposals should not be put forward that tend 
to equalize the standard of life; but they do require that much greater attention 
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should be paid to the unfavourable consequences of this policy on investment 
and efficiency. The abhorrence of foreign help—the most obvious mitigating 
influence—might be one of the reasons why these problems have been slurred 
over in all plans hitherto published. 

There is a further important potential source of breakdown in the imple- 
mentation of the plan. Total consumption is to increase by some Rs. 20 
billions. But of this increase all but one-third is projected in food grains. 
Without direct controls capable of steering demand in the course set by 
production there is a grave risk of shortages and bottlenecks—which in India 
are likely to be particularly intensified by resultant speculative withholding of 
stocks. Insuch an atmosphere a general inflation would be scarcely avoidable. 

Another problem for which inadequate provision for planning has been 
made is that of achieving the tremendous increase envisaged in investment in 
industry, utilities and social services in the public sector. The extent to 
which the public sector will dominate is apparent from Table I: its total 
investment is expected to reach Rs. 34 billions against Rs. 22 billions in the 
private sector. There is no indication where the administrators are to come 
from. The taking over of the sugar industry and certain other industries 
that might derive undue profit from the violent expansion in the demand for 
their products is contemplated—in my opinion very rightly. But no inkling 
is given at what point these industries are to be taken over and how managers 
will be chosen. Yet these are surely the problems that have to be tackled now. 

The task of private industry under the new plan appears to be to increase 
output considerably without much investment—this achievement is indeed 
vital if inflation is to be avoided. The proposed tax measures, however, go 
far beyond anything attempted even in Britain, with its century-old system 
of income tax collection and its far-reaching acceptance of the need for limiting 
inequality of incomes. The demand for an absolute limitation of incomes, 
which is now being put forward in India, must result in wholesale avoidance 
and outright cheating—which must undoubtedly be detrimental to the most 
efficient allocation and use of resources. The extravagance encouraged by 
penal taxation of companies needs no elaboration. If equality is indeed to 
be achieved at the pace envisaged, the only possible method of implementing 
it appears to be a revolutionary confiscation of property. 

Private industry does also not appear likely to follow the pattern of 
investment laid down for it. The plan aims to increase output mainly of 
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capital goods—even in the private sector. Yet there is no doubt that the 
best profits will arise in the consumption goods industries, even if harsh 
measures are taken (through excise taxes for example) to suppress the cost 
differential in favour of factory-produced goods. Were there sufficient tax 
incentive or direct controls to force investment away from the most profitable 
outlets scepticism might be less justified. But, in fact, the efficiency of even 
those controls that have been left in being (those on building materials and 
capital issues are the chief amongst them) has been undermined by the 
“liberalizing’’ policy of the Ministry of Commerce and Industry. The 
only remaining way in which private capital could be directed would be to 
elaborate complicated differential taxes on investment in those fields in which 
it was to be discouraged and to provide tax exemptions or even bonuses for 
investment in those sectors of the economy that are destined for expansion. 
This is the course recommended by the Indian Taxation Commission; but no 
effect has been given to the Report as yet. Nor has there been any attempt to 
indicate the minimum role to be played by physical controls and the ways of 
restoring them. 

Much play has been made in some Western circles with the inflationary 
implications of the programme of deficit finance that India has adopted to 
carry through its plan. This criticism is misconceived. In recent years there 
has been a greater tendency to deflation than inflation; in the past year the 
budget deficit of Rs. 2 billions was easily covered by the increase in produc- 
tivity. The danger of inflation in India’s development is indeed acute. But 
it arises from shortcomings in real output rather than in over-expansion of 
the money supply. 

[FINANCING INCREASED IMPORTS 

The danger that inflationary speculation and hoarding on a menacing 
scale would follow significant shortages and bottlenecks in production is, 
moreover, the greater as traders’ fears are likely to be aroused by difficulties 
on the balance of payments. External payments may indeed prove the 
biggest headache of all for India’s planners. The projected increase in invest- 
ment of some Rs. 30 billions is expected to demand an increase of imports to 
around Rs. 12 billions in the five years—that is to no less than three times their 
present value. 

Thus additional foreign exchange totalling some Rs. 10 billions (£750 
millions) will have to be found over the next five years—from foreign loans, 
grants and an increase in exports. This calculation makes no provision for the 
possibility of bad monsoons, for a decrease in exportable supplies as a result 
of an increase in the consumption of the peasants, or for a worsening in the 
terms of trade. The more probable amount that will eventually need to be 
raised may be rather nearer to Rs. 12-16 billions, or {g00-1,200 millions. 

The dominating conclusion that follows from this assessment of India’s 
inspiring and yet inadequately considered plan is that its success demands a 
very considerable measure of outside help. A heroic effort is needed in India 
itself to increase administrative and technical knowledge. New cadres will 
have to be educated and attracted where they are most required. A ruthless 
reform of the choice of the administrative elite will have to proceed parallel 
with the industrial revolution. But foreign experts are still essential— 
especially in the scientific and technical fields; and Indians will have to be 
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sent abroad in far greater numbers than in the past. This is the first vital 
field for the closest co-operation with the West. 

In the second place it appears that breakdowns in vital sectors can be 
avoided and the minimum progress compatible with meeting the Chinese 
economic challenge secured only if the United States, Britain and other 
Western countries evolve a bold and highly flexible plan of foreign aid to 
India. Fortunately, the emergency import demands of India for fuel, food 
or raw materials are very likely to be for commodities that are in surplus in 
the United States. But there may also be some need for industrial products, 
and in particular steel; and here Britain and other Commonwealth countries 
must play their part. 

Indian experts and the Indian Government may not wish, for political 
reasons, themselves to put forward demands for help. It is therefore upon 
India’s friends in the West that the duty devolves of insisting that increased 
help should be given. There will no doubt be many people who feel that the 
Indian programme of combining harsh taxation of private incomes with a 
relentless increase in the scope of nationally owned industry makes India 
unfit for Western support. They should reflect that failure, far from bringing 
the country nearer to orthodox conceptions, is very likely to push it far on 
the road towards Left extremism. On the other hand, a successful attempt 
to help the implementation of the present programme will safeguard the fate 
of India’s unique experiment in democratic planning for an under-developed 
area—and thus the fate of the Western cause in a strategically and ideo- 


logically vital area. 
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Israel’s New Central Bank 
By a Correspondent in Tel-Aviv 


HE economic difficulties that beset the state of Israel in the first years 
"| otiowing its creation in 1948 were widely construed as very much more 

than mere teething troubles. In conjunction with the pressures from the 
surrounding Arab countries, the instability in the internal economy and the 
chronic deficiency of overseas earnings appeared to challenge the very possibility 
of the continuation of Israel as an independent state. The challenge was met; 
and in the past year or two the Israeli economy may be said to have found its 
feet. Difficult problems certainly remain. The country is still uncomfortably 
dependent on receipts of capital and donations from abroad; and, notwith- 
standing the establishment of a central bank at the end of last year (discussed 
in detail below), the authorities have still not succeeded in evolving a smoothly 
working system of monetary control. But the significant and heartening fact 
is that these problems have now been reduced to manageable proportions. 
The question of the economic survival of Israel is no longer in doubt. 

In the first quarter of 1955 Israel’s merchandize exports covered just under 
40 per cent. of its imports; and there was probably a further deficit, though a 
small one, on “ invisibles’’. To most countries a trade deficit of this order 
would appear alarming indeed; but for Israel it actually represents a great 
recovery. In 1948-49 exports were running at no more than 10 per cent. of 
merchandize imports, and even by 1953 at little more than 20 per cent. The 
balance of payments has been propped up by large special receipts—private 
donations from Jewish persons and institutions abroad (and especially in 
the United States), grants-in-aid from the United States Government, foreign 
loans floated by the Israeli Government and, since 1953, by reparations from 
Germany. Although American aid and private transfers are now diminishing, 
reparations from Germany are well under way—in 1954 the payments reached 
$78 millions, which represented a higher annual rate than that provided for 
under the agreement for $822 millions to be paid over twelve years. Given 
this flow of special payments, the recovery in exports—from $60 millions 
in 1953 to $88 millions in 1954 and an annual rate of $121 millions in the first 
quarter of this year—has meant that a start has been made in the rebuilding of 
the foreign exchange reserves, so severely depleted in the early years of 
independence. At the beginning of 1954 the country’s reserves amounted to 
no more than $4 millions; by the end of the year they had reached $30 millions, 
and since then there has been a further increase. 

The marked recovery in Israel's external accounts may be traced to the 
swing towards a more orthodox economic policy that occurred at the beginning 
of 1952. The “‘ new economic policy ” then introduced placed greater reliance 
on the price mechanism in both the domestic and the international spheres. 
Price controls and rationing were gradually abolished, greater efforts were 
made to control the volume of credit (though not, admittedly, through higher 
interest rates), and the unrealistic rate of exchange of parity with sterling 
(If1 = $2.80) was abandoned by stages. By end-1954 the rate of If1.80= $1 
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had been made applicable to all commercial transactions (though still not 
to certain capital inflows, which are convertible at the “ official ’’ rate of parity 
with the dollar). 

These vital moves have indeed been taken only slowly, and seemingly at 
times half-heartedly; but they have unquestionably been in the right direction. 
The same verdict must be given to the still more cumbrous steps taken in the 
field of monetary policy. The authorities have relied for the most part on 
control through minimum liquidity ratios and through the establishment of 
absolute limits to the volume of the commercial banks’ deposits. The interest 
weapon has not been deliberately used; a formal ‘“‘ maximum ”’ rate of 9g per 
cent. is decreed, but in fact rates for marginal supplies of money range 
as high as 20 or even 25 per cent. The arbitrary effects of these controls has 
inevitably given rise to widespread complaints over the tightness and expensive- 
ness of money; and the Government has, in fact, permitted the banks to over- 
step in certain cases the limits to their loans laid down by the quantitative 
regulations. But the basic malady in Israeli monetary policy appears to have 
been less the lack of the will to follow an orthodox policy than the absence 
of the means to implement it. The credit structure is highly inflexible; there 
is no organized money market and, until December 1, 1954, there was no central 
bank. The new Bank of Israel, armed with a full array of central banking 
powers, should be able to create a more viable money market. But in the initial 
stages at least the disordered state of that market makes the effective operation 
of the orthodox weapons of control unusually difficult. 


THE NEW CENTRAL BANKING POWERS 

The Bank of Israel is the country’s first central bank. During the first six 
years of independence, certain central banking functions were carried out by 
the leading commercial bank, the Bank Leumi le-Israel (formerly the Anglo- 
Palestine Bank); others by Government departments; whilst certain key 
functions remained unperformed. The absence of a central bank was attribut- 
able to the monetary arrangements obtaining during the period of the British 
mandate. The Palestine currency was tied to sterling and valued at par 
with it; it was issued by the Palestine Currency Board, which had its seat in 
London, against pounds sterling only. Cover against sterling was actually more 
than 100 per cent., as accruing interest was also investedin London. The money 
supply was accordingly determined primarily by movements in the balance 
of payments; the pursuit of independent exchange or monetary policies was 
impossible. The task of the Controller of Foreign Exchange, appointed when 
exchange controls were introduced in 1939, was largely a technical one. Thus 
it was that, on the establishment of the independent state, the country found 
itself with neither the necessary experience nor the appropriate institution to 
bear responsibility for exchange and monetary policies. 

Under the pressure of events, it was therefore natural that the Government 
should turn to the Bank Leumi, which was created by the World Zionist 
Organization and had long been banker to the Jewish Agency. In 1948 it 
became banker also to the Israeli Government. It was temporarily charged 
with the performance of certain central banking functions. An Issue Depart- 
ment was set up to issue the Israeli currency on behalf of the Government. 
But, not unnaturally, regulation and supervision of commercial banks on the 
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lines laid down in the Banking Ordinance, 1941, were not transferred to the 
Bank Leumi, but remained with the Bank Examiner. Exchange control and 
exchange policy were placed under the control of the Minister of Finance, but 
the Bank Leumi became the holder of the Government's foreign currency 
accounts, and also administrator of Government loans. 

This state of affairs was, of course, acceptable only as a stop-gap. A 
commercial bank was clearly not the institution to perform central banking 
functions such as lender of the last resort, holder of the cash reserves of the 
commercial banks and the grant of rediscount facilities. The creation of a 
central bank therefore became a logical and desirable step. The underlying 
reasons were summarized by the Israeli Prime Minister, Mr. Moshe Sharett, 
at the opening of the Bank of Israel. Mr. Sharett paid an eloquent tribute to 
the work of the Bank Leumi in its work as central banker-substitute over the 
six years; but he felt that ‘‘ we must place at the head of our banking system an 
institution which will be the direct instrument of the Government ”’. 

The duties of the central bank are defined in the Bank of Israel Law. 
They are: 

to administer, regulate and direct the currency system, and to regulate and 

direct the credit and banking system in Israel, in accordance with the economic 

policy of the Government and with a view to promoting by monetary measures: 

(a) the stabilization of the value of the currency in Israel and outside Israel ; 

and (b) a high level of production, employment, national income and capital 

investments in Israel. 

To enable it to perform these functions, the bank has been invested with legal 
powers to pursue all the activities that normally fall within the purview of a 
central bank. Thus, the Bank of Israel is entitled to undertake open market 
operations, to rediscount bills of exchange, promissory notes and other transfer- 
able documents, to grant a limited amount of short-term credit to the 
Government, to lay down minimum ratios of liquid assets to be held by the 
commercial banks, and to exercise credit control. It should be noted that 
before the passing of the Bank of Israel Law the Government was not in 
possession of the legal powers to exercise credit controls: the Banking 
Ordinance, 1941 (which is now administered by the Governor of the central 
bank), covered the more limited field of legal requirements of newly created 
banks and similar technical matters. 

Credit controls could therefore be exercised only in co-operation with the 
banks. This was, happily, always forthcoming. But it was clearly desirable to 
place control on a firmer footing—more especially on account of the laxity 
with which the agreements were at times carried out. The controls at present 
in force require banks to hold in liquid assets 50 per cent. of deposits held 
at March 31, 1951; 75 per cent. of any subsequent increase in deposits in the 
ensuing two years; and go per cent. of any increase in deposits since March 31, 
1953. In addition, absolute ceilings to the volume of bank loans have been 
laid down for individual banks. These were fixed first at the level of loans 
outstanding in November, 1953; subsequently they were raised by a total 
of If9 millions for all banks together. But the Bank of Israel has made 
additional facilities, to a maximum of a further If6 millions, available in 
direct loans to banks at 6 per cent.—granted on the condition that the money 
is re-lent at not more than 84 per cent. These special credits take the place 














122 THE BANKER 





of the former concessions exempting certain loans from the liquidity regulation ; 
they could perhaps become important media of the central bank’s control 
over the volume of credit and influence over its price. 

The capital of the Bank of Israel has been provided by the Government. 
The Governor, who will also act as Government adviser on monetary and other 
economic matters, is appointed by the President of the State, while either one 
or two Deputy Governors are appointed by the Government. The first Governor 
is Mr. David Horowitz, well-known economist and former Director-General of 
the Ministry of Finance. Mr. Horowitz will represent his country at the annual 
meetings of the International Monetary Fund and the International Bank for 
Reconstruction and Development, which Israel joined at the beginning of 1954. 
But ultimate responsibility for monetary policy rests with the Government. 
An Advisory Committee, consisting of seven Government-appointed members, 
has to be consulted on almost all matters of policy. In addition, the law provides 
for an Advisory Board consisting of the members of the Advisory Committee 
and eight other members. Mr. S. Hoofien, chairman of the Bank Leumi le-I[srael, 
acts as chairman of both the committee and the board. 

In the first few months of its operation the new central bank has understand- 
ably been moving only cautiously, feeling its way to its position at the apex of 
Israel's monetary structure. Little use has yet been made of the rediscount 
facility or of open market operations. Indeed, before the Bank of Israel can 
wield its orthodox weapons with the desired effect, it probably needs to take 
steps to remove some of the present imperfections and artificialities in the 
money market. Removal of the arbitrary limit of 9 per cent. on interest rates 
would be the most useful first move—and by no means necessarily one that 
would raise the cost of borrowing, given the extraordinarily high rates now 
paid in the “‘ grey’ markets. The official policies of freeing the economy and 
of restricting the volume of credit have paid handsome dividends in recent years ; 
there are accordingly many demands that these principles should be carried 
further, in the application of the price mechanism to money itself. The way 
would then be clear for a more flexible monetary structure under the new 


central bank. 
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Better Balance in Ireland’s Economy 
By James Meenan 


we NCE again, the bullock saved the day for the Irish economy’. This 
() commen by the Central Bank of Ireland, in its recently issued annual 
report, upon the external trade of the republic in 1954 is an eloquent 
reminder of the vital and increasing role that agriculture plays in Ireland’s 
economy and especially in its balance of payments. The changes in the 
economy since THE BANKER’S last “ survey ”’ include some interesting trends, 
though the pace of change has not been great. The essential economic 
features of the country have remained almost unaltered through peace and 
war, depression and boom. But in the last couple of years the general trend 
has been in the right direction, towards increased productivity and exports, 
coupled with greater stability in the balance of payments. Thus a note of 
qualified optimism has crept into economic commentaries. 

In 1954 the volume of gross agricultural output was fully 4 per cent. 
greater than in the previous year and some I0 per cent. greater than in 
1938-39. By the general standards of Western Europe that degree of growth 
is not spectacular; but in an Irish context it is encouraging. The level of 
physical output on Irish farms has been broadly unaltered in the last thirty or 
forty years. There has been some switching from one form of production to 
another in sympathy with the changes of world prices or of official policy, but 
total output has not changed greatly and until a few years ago it was indeed 
still well below the level of the late 1920s. There has been some controversy 
lately whether this stagnation was due to the shortcomings of official policy 
or to the inadequacy of Irish farmers or, more deeply, to a social system, that 
was characterized by family worked farms with low standards of output and 
consumption. But the continued agricultural prosperity of these past four 
years has softened these issues, and gross output has grown throughout this 
period. It is also encouraging to note that the input of feeding-stuffs, ferti- 
lizers, etc., has increased sharply. That Irish farmers do not put enough 
back into the land has been a familiar criticism, but it now seems to be losing 
its point. There has indeed been an unmistakable and most valuable change 
in the approach to agricultural matters. It is caused partly, no doubt, by a 
more vigorous official policy, partly by the fact that farmers to-day (for the 
first time since the ‘“‘ economic war’ in the early 1930s) possess adequate 
working capital, and more particularly by the growth of Young Farmers’ 
Clubs—which has some claim to be regarded as the most encouraging social 
and economic change that the country has seen in this generation. 

The increase in output, however, is still patchy. It is wholly due to an 
increase in the total output of livestock. The number of cattle reached 
record levels in 1954; on the other hand, the output of pigs and poultry, the 
stand-by of the smaller farmers, decreased. This seems to be as much a 
matter of breeding policy as of prices: the first is receiving attention, the 
second will largely depend on the general economic policy of the Government. 
{t has been reported that the number of cattle under one year old has 
increased; and, while that is significant for the prospects of future production 
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and export, the increasing dependence on cattle cannot be regarded with 
satisfaction. 

The demand for cattle on the one hand, and subsidies for wheat on the 
other, have clearly favoured the large farmer in recent years. By comparison, 
the smaller farmer has been less fortunate. This contrast, and the mechaniza- 
tion of many processes, has brought about a reduction in the agricultural 
labour force in recent years. The number of males at work in agriculture 
fell from 522,000 in 1945 to 470,000 in 1950 and to 421,000 in 1953, figures 
that reflect also the heavy emigration to Great Britain. In 1954, however, 
there was no change in the agricultural labour force. 

Industrial production showed a further increase, by about 2 per cent., in 
1954. The volume index of net output for industries producing transportable 
goods was 193 to a base of 1938=100. Employment in all industries rose to 
228,000. These figures cover some heavy fluctuations. lor some years 
before 1954, a number of industries had profited greatly by the controls 
imposed in Great Britain on imports from the Continent and overseas countries. 
There was a very great increase in the production and export to Great Britain 
of commodities such as chocolate crumb, chocolate and sugar confectionery 
and sweetened fats. The removal of British controls put an end to these 
activities or curtailed them sharply, so that output in industries providing 
for food, drink and tobacco fell in 1954 by 13 per cent. from the previous 
year. There were substantial increases in metals and engineering, mines and 
quarries, bricks, pottery, glass and cement. These activities, and the con- 
tinuation of the major building schemes, led to an improvement in employ- 
ment. The average annual percentage of unemployment among insured 
persons on the live register was 8.1 in 1954, compared with 9.6 in 1953 and 
g.I in 1952. The percentage began to decline early in 1954. Throughout the 
year it was lower in each month than the corresponding figure for 1953; and 
this trend has continued into 1955. 

Increased activity in agriculture and industry was fully reflected in the 
returns of trade. Imports fell slightly, to just under {180 millions, while 
exports totalled {115 millions, a record level. Even in normal times, it will 
be remembered, Ireland has a heavy adverse balance on visible trade. In 
the post-war years this was aggravated by a substantial increase in the volume 
of imports that was not at first accompanied by any compensating increase 
in the volume of exports. In 1950, for example, the volume of imports was 
49 per cent., but exports only I per cent. above the 1938 level; and the 
position was still worse in 1951. Since then there has been a considerable 
improvement; the corresponding percentages in 1954 were 36 for imports and 
39 for exports. Valued at current prices, however, the gap is still substantial. 
In 1954 expenditure on imports was covered to the extent of only 64 per 
cent. by export earnings. That is a great dea] better than in any other 
post-war year—in 1951 the ratio was only 40 per cent.—and it is also better 
than the 59 per cent. of 1938. But it is still well below the 76 per cent. 
of 1928. 

These comparisons reflect an important change in the nature of the 
economy. Industrialization, urbanization and the fall in the number living 
on the land have in various ways accelerated the change from a compara- 
tively self-contained to an exchange economy. In view of the dependence of 








és ae. ee oe... ee ee ee ee 


a“ 


> = — 


di 


as 
m 
th 
se 
fa 
de 
pr 
Te: 
of 
Clk 
in’ 


do 











BETTER BALANCE IN IRELAND 125 





industrial production on imported raw materials, and in view of the rising 
standard of living, it is to be expected that the volume of imports will continue 
to increase. The necessity to expand production for export is accordingly all 
the greater: and it is fortunate that this necessity is now being more widely 
realized. The point is still further sharpened by the fact that the economy 
is particularly vulnerable to changes in the terms of trade. These turned 
against Ireland during 1954, and the only offsetting development has been the 
favourable prices for meat in the British market. 

With these qualifications, the trade returns for 1954 were considered 
satisfactory. It has been noted already that the removal of controls in 
Great Britain severely affected some flourishing, if fortuitous, forms of export. 
The livestock trade increased by 27 per cent. over 1953—provoking the Central 
Bank’s comment cited at the outset—and there was also a slight increase in 
exports of meats. But there was a fall of £14 millions in the earnings of 
other foodstuffs: in this sector some forms of export were practically wiped 
out. To get through this year of readjustment without a fall in the total of 
exports was a minor if fortunate achievement. But, here again, it should 
not escape notice that export earnings are now more dependent almost than 
ever before on the livestock trade. Irish agriculture has been priced out of 
export markets from which it derived a substantial income a generation ago, 
such as those for eggs, butter and bacon. Whether these losses can be retrieved 
will depend to some extent on the pace of improvement of techniques and of 
marketing as well as on breeding policies. But it will also depend in great 
measure on the degree to which State policy in general tolerates or encourages 
the persistence of inflationary trends. 


UsE OF EXTERNAL ASSETS 

The total balance of payments also improved last year. Normally, the 
known net invisible receipts have gone far towards closing the gap in visible 
trade. During the years of heavy disequilibrium between 1947 and 1951, 
they were quite inadequate for this purpose; but there has been a marked 
improvement recently. In 1954 the estimated current deficit was {5.5 millions, 
against £7 millions in 1953 and {8.9 millions in 1952. The economy can no 
doubt bear deficits of this magnitude without difficulty. There are, however, 
points on the other side to be borne in mind. In the first place such deficits 
come after a period in which there was a very heavy realization of external 
assets. Altogether the drawings on external capital have exceeded {160 
millions in the last eight years; and it is not altogether an answer to say that 
the rate of drawing down has been slowed in the last three years. In the 
second place, these deficits have occurred during a period of exceptionally 
favourable trade. Any sharp upturn of commodity prices or unfavourable 
developments in the British market for Irish meat would wreck the present 
precarious approach to stability. But there does seem to be a growing 
realization that external disinvestment is not an end in itself. The report 
of the Central Bank comments on “ the vital distinction, not yet fully appre- 
ciated in quarters favouring increased Government expenditure on social 
investments, between, on the one hand, external disinvestment equivalent to 
domestic investment . . . which represents, in essence, a geographical redistri- 
bution of the existing national wealth, and, on the other hand, external 
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disinvestment which is dissipated in additional imports of consumption goods 
or in increased domestic consumption in excess of domestic production ”’. 

The national income rose to £448 millions in 1954. It is estimated that 
in real terms this represented an increase of about one-quarter over the level 
of 1938. When it is remembered that the population has been stationary 
during the period, it will be seen that this represents a substantial increase 
in the standard of living. Taken by sectors of origin, 31 per cent. of the 
national income was accounted for by agriculture; 25 per cent. by industry; 
and 7 per cent. by emigrants’ remittances and other foreign income. The 
residue was principally accounted for by distribution and miscellaneous 
sources of domestic income. In this respect the principal change in recent 
years has been the increased proportion originating in agriculture, which was 
only 23 per cent. in 1938. The estimated total of domestic savings in 1954 
was £48 millions, showing a reduction of £9 millions since 1952. Savings were 
still, however, notably above the levels of the early post-war years. 

This means that a still increasing volume of fixed capital formation is 
being financed with less recourse to the realization of foreign assets than 
formerly. In 1950 and 1951, according to the Statistical Survey, 53 per 
cent. and 84 per cent. of gross domestic capital formation was financed by 
external disinvestment; the corresponding figures for 1952, 1953 and 1954 
were 15, 9 and 8 percent. By far the major part of fixed capital formation 
was accounted for by the building programmes of the local authorities. It is 
this preponderance of capital expenditure on housing, hospitals and roads 
that the report of the Central Bank refers to when it distinguishes between 
social investment and investment that creates further production. Provided 
that agricultural production for export can be further expanded, and that 
the products can be sold at competitive prices, the economy should be able 
to bear this, probably inevitable, deflection of resources. Certainly there 
were heavy arrears of housing to be made good. Except in Dublin and a 
few other towns, however, the end of these building programmes is now 
in sight. 

The comparability of banking statistics of 1955 with those for former 
years is affected by the staff dispute that occurred in the early months of the 
year. In March, 1955, the total of current and deposit accounts was £295 
millions, against £282 millions in March, 1954. In the same period bills, 
loans and advances increased from {125 to £139 millions. Investments held 
by the banks within the State rose from {23.8 to {28.8 millions, a reflection 
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of the part played by the system in absorbing the series of loans floated by 
the State and local authorities. The net surplus of external assets held by 
the banks over external liabilities fell from £127 to £116 millions in the twelve 
months ending in March, 1955. In the same period the net external assets 
of the Central Bank rose from £76 to £85 millions. 

Ireland’s budget this year again imposed no new burdens, but made only 
modest concessions. Revenue has increased from {96 millions in 1952-53 to 
£107 millions in 1954-55, and to an estimated £111 millions for 1955-56. Issues 
‘above the line’ increased in the same period from {107 to £123 millions, 
and for 1955-56 are estimated at £126 millions. Total expenditure, including 
the capital budget, has grown from £127 to £138 millions, and is now estimated 
at £142 millions. Borrowing, therefore, in 1952-53 was £31 millions and was 
the same in 1954-55. The net liabilities of the State have increased from 
£56 millions in 1948 to £114 millions in 1953 and £150 millions at the end 
of the last fiscal year. 

These figures should be viewed in the light of the trend of output and the 
net external assets of the banking system. The actual size of the liabilities 
should not of itself excite criticism. The difficulty is rather that the activities 
of the State, particularly through the investment programme, have now 
grown to form an appreciable proportion of economic activity. Of the total 
cash value of new capital issues in the five years 1950-54, which amounted to 
£113 millions, £78 millions went to the Minister for Finance, {21 millions to 
local authorities and only £14 millions was left for other purposes. This 
distortion of the economy cannot be viewed without concern. 

Moreover, it is difficult to see how it is possible to ease the pressure of 
taxation upon savings—a pressure that springs especially from the fact that 
the number of direct taxpayers is comparatively small: about 200,000 in a 
population of 3 millions. The burden of taxation therefore falls with excep- 
tional severity upon them. Suggestions are made with increasing frequency 
that the present virtual exemption of farmers from income tax should be 
modified or ended. Politically, the suggestion is not at all attractive, and 
it would be technically difficult to implement. The alternative suggestion of 
a purchase tax might indeed spread the burden; but it must be remembered 
that the high general tariff already acts in effect as such a tax. 

The extent of the pressure of the State upon the capital market in future 
will be strongly influenced by the trend in agriculture. In general, the energy 
with which State investment has been carried on has been caused by the 
reluctance of the private investor to put his money into domestic production, 
especially the reluctance of the farmer to put money back into the land. 
There are now many signs that this reluctance is not as great as formerly; 
and indeed the emergence of a new spirit in agriculture must be the most 
heartening point of any survey of the Irish economy. If this new attention 
to mechanization, soil improvement and breeding policies continues to grow, 
and so to raise the earning power of agriculture, the strains imposed by the 
investment policy will be greatly eased. But the stability of the economy 
depends to an almost alarming degree on the continuance of favourable con- 
ditions of trade. At the moment of writing it seems that the progressive 
tendencies are gaining strength; and the possibilities of increased production 
and prosperity so opened up seem to justify a cautious optimism. 
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Cheques and the Like: Three Books 


for Bankers 





By a Special Correspondent 


T is a good year that gives us a new edition of Byles on Bills, a new volume 
[o Legal Decisions affecting Bankers, and a new history book*: two good 

reference books and a new contribution to bank learning; or—to put it 
another way—two classics, the old and the new, linked by the Institute’s 
book of record. None of them is designed for the unsophisticated, but for 
the banker who wants meat in his reading there is substantial reward in the 
varying horizons of these books. 

The widest of the three horizons—the whole of banking—is, of course, to 
be found in the Legal Decisions. The series is well enough known to need 
no general description; the new volume includes cases from 1937 to 1946, 
from Harrods Ltd. v. Tester to the Browne-Lecky case, and it is only on handling 
the book that one realizes how useful it is to have readily accessible the full 
judgments in so many cases that are familiar only in the barest headnote 
form. It may be added that the reading of a complete judgment (even when 
it is a bad one) completes the appreciation of a decision in a way in which 
no textbook, however good, can do: the reader comes nearer than he can in 
any other way (except by being present in Court) to the feel of the case. 

No notable decision of the period seems to have been omitted. The notes 
on the cases are brief and useful; indeed, there are points at which brevity 
is perhaps carried a little too far. The Browne-Lecky decision, for example, 
would have justified longer if not stronger comment (the opening sentence of 
the note on this case, “ It is submitted that this case was wrongly decided ’’, 
could not be bettered); the note on Jsaacs v. Barclays Bank should have 
included the warning that the decision was on the facts only, and Gowers v. 
Lloyds and National Provincial Foreign Bank deserves better treatment than 
it receives. On the other hand, in the notes to three cases, the Motor Traders 
case, the Penmount Estates case and United Australia Ltd. v. Barclays Bank 
Lid., the argument is variously developed that the collection without enquiry 
of cheques of a third party for a customer, where the third party is a trader 
or a limited company, is not prima facie negligence. It is clearly a good 
thing to do anything possible to set bounds to the extension of negligence 
under Section 82; but in view of the dicta in these cases, and indeed the 
decisions themselves in two of them, it is unlikely that a bank will ever now 
succeed in rebutting a charge of negligence in such circumstances, at any 
rate where the third party is a limited company; certainly it would be unwise 
for any cashier to believe that there is no risk in such a collection. 

Byles is a very old classic indeed, preceding the Bills of Exchange Act by 
many years. The first edition appeared in 1829, the author, John Barnard 
Byles, being a barrister with a large commercial practice who later became 
Byles, J.—Sir John Byles. He has passed into legal legend (as the publishers 
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remind us on the dust cover) in association with the white horse upon which 
he daily rode to work, the horse being variously known as “‘ Business’’ and 
‘ Bills ’’: “‘ Sergeant Byles is out on Business ’”’ and “‘ There goes Byles on 
Bills’. But the legend would not explain the perennial life of the work, 
which is one of those legal phenomena, the textbooks that seem capable of 
living for ever. Even Chalmers, the only other authority on bills of exchange 
who bears comparison with Byles, is a comparative youngster of 77 years 
and 11 editions. This edition of Byles, 126 years after the first appearance, 
is the 2tist. 

It has a new editor in Mr. Maurice Megrah, secretary of the Institute 
of Bankers and himself a barrister. Comparison between this and the previous 
edition shows that Mr. Megrah has worked with discretion. Change has been 
kept to a minimum—though as early as page 12 the cheque with receipt 
attached, which in the 1939 edition was “a convenient practice of modern 
introduction ’’, has become “a practice of modern introduction, convenient 
to users but less acceptable to banks ’’; while a little later the Motor Traders’ 
case, which in the 1939 edition was merely noted for its facts, has now received 
a guardedly disapproving comment with which every banker will agree. 
Previous editors have not understood the banker’s point of view as well as 
Mr. Megrah does. The new cases have in the main called for revision of and 
addition to the footnotes rather than to the text itself; this work has been 
carefully done—the Bank Polski case, for example, has required four such 
footnote changes and one text addition. 

Byles on Bills is an exhaustive study of the whole subject of “ Bills of 
Exchange, Promissory Notes, Bank Notes and Cheques ’’—the cases cited, as 
Dr. Holden reminds us, number nearly 3,000 and include far more of the old 
cases than any other modern book. In a book of such range any reviewer 
will obviously find at least points of disagreement. Thus it can be submitted 
that “‘statements’’ ave different from passbooks, in that they make it 
impossible for the banker to plead that return of the document constitutes 
an account settled. And in the discussion of the Savory case the statement 
that the banks’ practice now in cases of doubt is to forward third party 
cheques to the customer’s branch for collection is not true of all banks; one 
bank at least carries on with the collection, but advises the names of drawer 
and payee to the customer’s branch. 

But such matters in such a book are no more than pinpricks. Any 
properly detailed study of the bill of exchange to-day must make the banking 
reader think rather of the curious evolution that has developed the cheque 
to an extent that makes it his daily bread, while its law is still basically that 
of an instrument that nowadays he seldom sees. It is obviously necessary for 
the banker to know (or to have access to) the whole law of bills, and he, and 
the lawyers who have even greater need, can still get nothing more complete 
than Byles, which is an indispensable reference book. But it is the cheque, 
that peculiarly English contribution to the world’s commerce, that looms 
largest in the banking scene; even in the Legal Decisions volume it provides 
more references in the index than any other single item. And it may be 
noted that an instrument that shopkeepers are increasingly ready to accept 
from strangers in exchange for goods to be taken away Is surprisingly like the 
currency it has supplemented for so many years. 

The History of Negotiable Instruments in English Law sets out how it all 
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came about. It is a remarkable fact that this is the first complete modern 
history of the English negotiable instrument; we have had previously to rely 
on scattered and fragmentary sources which, even when they were reliable in 
themselves, lost much of their value through their absence of perspective. 
This new work, by a man who came to the law through practical banking, 1s 
to be welcomed as a remarkable and scholarly contribution to the literature 
of banking. 

In the perspective of this detailed history the cheque is the logical climax 
of a long story: it does not appear at all in the first of the book’s four periods, 
to 1601; it dominates the last period, from the Act of 1882 to the present day. 
In the first period the main interest is the development of the “ writing 
obligatory ’’, which was to grow eventually into the promissory note; in the 
Fair Courts of the thirteenth century these early instruments were known, and 
before the fifteenth century they had made their appearance in the King’s 
courts too. The bill of exchange, although it had been used in England by 
the Lombards in the thirteenth century, did not come to any substantial 
native use until the sixteenth; then, as in later years, it matched itself to the 
developing economy. By the end of the sixteenth century there was some 
body of case law on the bill of exchange as well as the writing obligatory, but 
the common law courts were still struggling rather lamely to adapt their rigid 
structure to the needs of the merchants; it was in the Fair Courts and the 
Admiralty Court that the law of the negotiable instrument, like commercial law 
itself, was cradled. 

The two middle periods of the book describe the development of the 
principles of negotiability, notably under those two great judges, Chief Justice 
Holt (whose work is now largely forgotten) and Chief Justice Mansfield. That 
development, which had to take in the banknote and only a little later the 
cheque, came to its climax in the codification of 1882. The Act was the 
Bills of Exchange Act, and it included, in Parts III and IV, the cheque and 
the promissory note; banknotes were already something obviously different 
from the other negotiable instruments. The legal history of the newest 
instrument, the cheque, from its invention, and its first appearance in the 
law reports (in Vyner v. Clipsham and Castle, circa 1665, a case that does not 
appear even in Byles’s 3,000), up to codification, is here given in a detail that has 
previously been nowhere available. 

The last section of the book, from codification to 1955, brings all the 
threads together in their modern forms. The cheque is given its pride of 
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place, the decline of the bill is properly mourned, the history of the period 
(including the story of the chequelettes) is set out, and current controversy, 
or at any rate the controversy of a year or two ago, is summarized. (Mr. 
Page's Bill and the Mocatta Committee are mentioned in the preface to this 
book, as they are in Mr. Megrah’s preface to Byles). Dr. Holden’s advocacy 
of a new, non-transferable instrument is well known, and even those who 
most deplore the possibility of a new banking instrument have to acknowledge 
the service he has done (and here develops) in underlining the largely ignored 
fact that the cheque is a fundamentally unsafe mode of transferring money. 
That fact Dr. Holden rightly regards as even more important than the incon- 
veniences of endorsement. 

For the great, and to some lawyers the sacrosanct, principle of negotiability 
has come to be an abominable nuisance in its application in the law of cheques. 
With the wisdom of hindsight we can all see now that for the most part 
cheques do not need to be negotiable at all, or even transferable: the simple 
payment of money calls for either the complete negotiability of currency or 
the safety of a mandate that is of no use to anyone but the payee. Dr. 
Holden quotes Lord Chorley’s statement that “it is a historical accident 
that the mandate tothe banker normally takes the form of a bill of exchange ”’. 
He does not, as he might, take the point further, to argue that strictly the 
cheque never has been a bill of exchange. The differences between the 
cheque and the bill proper have always been fundamental: in purpose, that 
the cheque is not a means of finance, as the bill usually is; and in form, that 
it does not call for acceptance by its drawee. The cheque was equated with 
an instrument that it roughly resembled, rather than taking the form of that 
instrument, and at a time when banking accounts were rarer than they are 
now, when it was convenient for recipients with no accounts to “ cash ”’ their 
cheques with neighbours or tradesmen, it was easy to use the bill's “ nego- 
tiability ’’ for a purpose for which it was never intended. Had codification 
been postponed cheques would not have been Section III of the Act; had 
history run a little differently Section III would have been a quite different, 
and separate, Cheques Act. 

Dr. Holden has put us in his debt in recording the history as it happened 
(not forgetting Wakefield v. Anderson (1901), 17 T.L.R. 217, in which the 
defendant, asked by the payee of a cheque, who presumably knew no French, 
to back a bill, duly endorsed it—“ sans recours’”’!). It must not be supposed 
that justice has been done to his work in this short notice: the book is full 
of substance, and will surely serve as a source for other writers for a 
long time to come. It may be added that he himself nowhere accepts the 
work of others untested, and some lances are broken and some notable 
authorities are challenged in his book. There may be some counter-attacks; 
one may say, for instance, that Paget’s reasoning in the matter of the open 
cheque may have been wrong but was not so silly as Dr. Holden’s “ parallel ”, 
on page 321, makes it seem to be. But one suspects that in the main Dr. 
Holden’s are the last words in quite a few learned controversies. The book 
is not light reading, but the author does not allow the complexities of his 
research to weight his style too heavily. Altogether the work was worth 
doing and has been well done. Each of the three books here discussed is a 
worthy addition to the banker’s bookshelf; and the History itself makes 


banking history. 
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American Review 


[the upsurge in economic activity in the United States continues; though 
there have recently been signs that in coming months some deceleration in 
tempo may be in prospect. The seasonally adjusted index of industrial 
production rose by a further point in June, to 139 (1947-49=100). This carried 
it two points above the earlier peak reached in mid-1953, and 16 points, or 13 per 
cent., above the trough of the 1954 recession. Further, the Department of 
Commerce has made a quite substantial upward revision of earlier assessments of 
gross national product, both for 1954 and for recent months. The estimate for 
1954 has been raised from $357,000 millions to beyond $360,000 millions (marking 
a fall of only just over I per cent. on the revised estimate for 1953); and the 
preliminary estimate of an annual rate of $370,000 millions attained in January- 
March has been stepped up to $375,000 millions. The Department reports 
‘further sizeable gains’ in the second quarter. Continuing its recent round of 
confident declarations on the near-term outlook, the Department has stated that 
the second half of 1955 gives “‘ every prospect of achieving new production and 
sales records ’’—though it does not imply, of course, that they will be reached 
on every front. 

Now that the major threat of labour disputes has disappeared, however, it is 
widely believed that further gains in the present year will be rather more difficult 
to achieve. This stems largely from the expectation that automobile production 
will fall some way below the exceptionally high levels of recent months, and that 
building activity can no longer provide the large stimulus it has given right 
through the recession and the phase of recovery. The pace of car production 
has certainly been feverish. Estimated output for the first half-year is within 
striking distance of 5 million cars and commercial vehicles. This represents a 
gain of approximately 40 per cent. on last year, when the 5 million mark was not 
reached until October. Sales have indeed kept relatively well in line, and dealers’ 
stocks do not appear to be unduly high. The industry expects some seasonal 
relapse before the introduction of the new year’s models; but thereafter it hopes 
for a resurgence of demand—stimulated in part by the wage increases made 
recently, to its own workers and by other industries. 

Building for residential purchases showed some tendency to slacken off in 
both May and June, though there is no quarrel with the official prediction that 
the total value of construction will still rise markedly in 1955. The official 
estimate is for a total of $42,000 millions, against the 1954 total, itself a record, 
of $37,600 millions. 

Following the spectacular settlements of the prospective labour disputes in the 
Ford and General Motors corporations in June, considerable anxiety developed 
last month when deadlock appeared certain in the negotiations between the 
United Steelworkers and the United States Steel Company. There was, indeed, a 
brief stoppage—of no more than a few hours—at the beginning of the month; 
but the company quickly conceded a wage advance of 15 cents an hour. This 
was substantially above its original ofter and is estimated to have raised average 
earnings in the industry to somewhere near $2.44 an hour. This big concession 
was followed by a correspondingly large adjustment in steel prices, averaging nearly 
$7.50 a ton. 

Immediate adjustments of consumer prices to this steep increase seem likely 
to be modest, though car prices are expected to be raised soon. The anticipation 
of increases in other prices should, given the still relatively low level of trading 
and manufacturing stocks, serve to sustain production at high levels for some 
time ahead. Business expenditure on new plant and equipment should be at, or 
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near, peak levels during the third quarter; and fortified by record employment, 
high overtime earnings, and a general mood of confidence, no let-up is expected 
in the rate of consumer expenditures. 

In the meantime, the Treasury’s terms on its new loans and the credit policy 
of the Federal Reserve Board have been carefully designed to permit no more 
than the minimum expansion of bank credit. Last month’s issue comprised a 
further $750 millions of 3 per cent. 40-year bonds (first offered last February) 
and $2,000 millions of Tax Anticipation Certificates accruing in mid-March, 1956. 
At the same time, the widely expected reduction in cash reserve requirements 
has not taken place, so that the “‘ excess ’’ reserves of member banks have been 
kept at low levels. 

The Reserve Board has recently been hampered in its open-market operations 
by an acute shortage of Treasury bills, the ownership of which is now heavily 
concentrated in non-banking hands. Steps have therefore been taken to enlarge 
the weekly issue (by $100 millions to $1,600 millions weekly, for the time being, 
though offers will still presumably be fitted to market needs). While the Reserve 
Board has been careful not to discourage industrial expansion, it has pursued a 
definitely restrictive policy whereby money supply has been held below end-year 
levels, despite the rising level of output. It would, no doubt, react more vigorously 
to any evidence that inflationary pressure was rising later this year. 


American Economic Indicators 
1955 





1952 1953 1954 —— - — 
Mar. Apr. May June 


Production and Business: 


Industrial production (1947-49 = 100) 124 134 125 135 136 138 139 
Gross private investment (billion $).. 49.6 51.4 47.2 54-1 — — 59.0 
New plant and equipment (billion $).. 26.5 28.4 20.7 25.7 —— — 27.9 
Construction (billion $) “<4 ve 33-0 35-3 37-6 41.3 41.9 42.4 42.0 
susiness Sales (billion $) we ‘a 46.0 48.4 46.7 50.8 51.0 51.6 - 
Business stocks (billion $) i ane 76.7 &.3 76.9 77-43 77.7 786.3 
Merchandise exports (million $) .. 1,266 1,314 1,256 1,341 1,262 1,308 
Merchandise imports (million $) ee 893 906 851 1,018 871 956 - 
Employment and Wages: 
Non-farm employment (million) -» 54-5" 55.6* 54.7 54-8 55-5 55-7 56.3 
Unemployment (’ooos) 7 -. 1,673* 1,602* 3,230 3,176 2,962 2,489 2,679 
Unemployment as % labour force .. a.7° 2.9" 5.0 5.0 4.6 3.8 4.0 
Hourly earnings (mfg.) ($)  .. ‘ 1.07 8<77 1.81 1.35 1.86 1.87 1.87 
Weekly earnings (mfg.) ($) .. .. 67.97 71.69 71.86 75.11 74.96 76.30 76.11 
Prices: 
Moody commodity (1931 = 100) poss $30 > 404 398 397 405 
Farm products (1947-49 = 100) -- 107.0 97.0 95.6 92.1 94.2 o9O1.3 491.8 
Industrial (1947-49 = 100) a -s S883:2 S56.@ 8296.9: 285.6- SEBi7 30658 2056.8 
Consumers’ index (1947-49100)  .. 113.5 114.4 114.8 114.3 414.2 14.2 
Credit and Finance : 
Bank loans (billion $) .. - in Ge.32 67.6 . 70.6 -972.3 2.9 22:9 
Bank investments (billion $) .. oa 77.5 73.1 85.3 81.2 82.6 81.6 
Bank loans (weekly) (billion $) 23.4 23.4 22.5 23.9 22.9 22.6 23.5 
Consumer credit (billion) 25.8 29.5 30.1 290.9 30.7 31.6 
Treasury bill rate (%) a ae 1.77 1.93 0.95 1.34 1.62 1.49 1.43 
U.S. Govt. Bonds rate (°%%)  .. os 2.68¢ 3.16 2.70 2.92 2.92 2.91 2.91 
Money supply (billion $) 194.8 200.9 209.7 205.3 207.4 - 
12 : 


Federal cash budget (+ or —) (mill. $) -—1,641 -6,153 -1,060 +4, 

Notes.—Latest figures are preliminary or estimated. Yearly figures*are given for private 
investment and equipment from 1952-54 and then quarterly figures at annual rates. Construc- 
tion figures show monthly averages 1952-54. Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1952-54, and end-month levels. Weekly bank loans are derived 
from partial returns only. Budget figures are cash totals 1952-54 and then quarterly. 

* Old basis. t Old series. 
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International Banking Review* 


Argentina 


HE abortive revolt towards the end of June of Argentine Navy officers has 

produced widespread unrest and uncertainty about future prospects. The 

revolt was not occasioned by economic factors and has not as yet been 
followed by any changes in the economic policies of the Peron Government. 

The trade schedules established by the Anglo-Argentine trade agreerrent are 
being renewed unchanged for the second year of the agreement, to mid-1956. 
Argentine exports to Britain are put at £85 millions, and imports by Argentina 
at {68 millions from Britain and {17 millions from other countries in the 


sterling area. 
Australia 


The Minister of Customs, Senator O'Sullivan, has announced that import 
restrictions will not be intensified in the July-September quarter. The Minister 
pointed out that imports continued at a high level during the second quarter of 
the year, but merely argued that this vindicated the Government’s decision to cut 
quotas from April. 

The trade accounts for the last financial year show that there was a shortfall 
of {A68 millions in exports against imports in the twelve months to June 30. This 
compares with a surplus of {A147 millions in 1953-54. The deterioration was 
attributable primarily to a jump of {A162 millions in imports. The net deficit 
on invisible items is expected to carry the year’s deficit on all current payments 
to about {A150 millions. 

The Federal Treasurer, Sir Arthur Fadden, has announced that the budget 
year to mid-1955 closed with a revenue surplus of £A70.2 millions—against the 
original estimate of a surplus of a mere £A200,000. The Minister admitted, how- 
ever, that the unexpected size of the surplus reflected in some degree the inflat- 
ionary pressures present in the country’s economy. He said that Australia had 
a persistent tendency to spend beyond income. 

The annual meeting of the Australian Loans Council (on which all the States 
Governments are represented) agreed that total capital expenditure by the Federal 
and States Governments and by public utility undertakings would remain 
unchanged in the year to mid-1956 at the level of £A270 millions. Of this 
amount, {A1go millions will be spent by the States Governments. The Federal 
Government has, however, refused to renew the undertaking it gave a year ago 
to guarantee the raising of the money needed by the States. It will advance 
funds to them on a six-monthly basis until a special meeting of the Loans Council 
in January, 1956, has reviewed the situation. 

In view of the rapid growth of hire-purchase business, the Commonwealth 
Bank has asked the trading banks not to grant any new or additional advances 


for such business. 


Brazil 


A new trade and payments agreement concluded between Brazil and Germany 
abolishes the special clearing account system previously used to govern financial 
transactions between the two countries. In its place, business is to be settled in 





* News of United States banking appears in ‘‘ American Review ’”’ (page 132). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary ”’ 
(pages 73-78 in this issue). 











Ad 
Wn 


INTERNATIONAL BANKING REVIEW bi 





German marks that will be convertible into sterling and Dutch florins. In conse- 
quence, Brazil will in future be able to utilize mark earnings for financing pay- 
ments to the sterling area. This change ends Germany’s artificial advantage in 
both Brazilian import and export trade. The Bank Deutscher Laender, the 
West German central bank, is to extend a credit of DM.8o0 millions to Brazil, to 
be repaid out of the proceeds of Brazilian exports to Germany. 

The new agreement with Germany may necessitate a revision of the payments 
arrangement with Britain, since this relates the settlement of Brazil's com- 
mercial debts to Britain to Brazil’s earnings of sterling alone—which will now no 
longer be the sole determinant of Brazil's capacity to make sterling commitments. 

The effective exchange rate for cocoa, one of the country’s basic exports, has 
been devalued. The commodity has been transferred from the second to the 
third category of export exchange rates, that is from the rate of 37.06 cruzeiros 
to the U.S. dollar to that of 43.06 to the dollar. 


Canada 


Some Can. $48 millions of Government of Canada 3} per cent. bonds payable 
in U.S. funds have been called in for prior payment on January 15, 1956, by the 
Finance Minister, Mr. Harris. The bonds, which were sold in 1936, have a final 
redemption date in January, I96I. 

The World Bank has announced its intention to redeem the balance of $13.6 
millions of its 1952 issue of Canadian bonds in August, 1955, instead of waiting 
for the final maturity date in 1962. It has been explained that the bonds have 
not fully reflected the improvement on the Canadian market, on account of the 
ceiling imposed on their market value by the call price of the issue. 

The payments accounts for the first quarter of 1955 show a current deficit of 
Can. $157 millions, a fall of Can. $19 millions on the deficit a year before. There 
was a net inflow of long-term capital amounting to Can. $155 millions, but short- 
term capital transactions resulted in a net outflow of $76 millions. 


Central African Federation 


Details of the Federal Government's four-year development programme show 
that total expenditure will reach {63 millions; of this, railway improvements will 
absorb £24 millions. These figures take no account of the requirements of the 
Kariba Gorge hydro-electric power scheme, money for which will be provided 
separately. Besides railways, there will be heavy spending on hospitals, schools 
and other buildings, on roads and bridges, on electrical services and air transport. 
The Federal Government hopes to raise {40 millions of the money needed by 
external and internal borrowing and to appropriate {15 millions from current 
revenue. 

The Federation Government introduced a new customs tariff at the beginning 
of July of a four-column type. The lowest rates of duty apply to the United 
Kingdom and the Colonies, the rext lowest to the dominions. The next schedule 
applies to most-favoured nations, and the last to other foreign countries. As a 
result of a new agreement, however, South Africa now ranks for first schedule 
treatment in most respects. This will enable the Union to compete more strongly 
with Britain in the Federation. 

Denmark ° 

The stringent monetary and fiscal controls imposed by the Danish Government 
in the second half of 1954 to deal with the deterioration in the country’s balance 
of payments are stated to be beginning to exert a downward pressure on economic 
activity. There has been a general increase in unemployment, a recession in the 
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building industry and a sharp fall in the demand for both consumer and capital 
goods. 

The deficit in the country’s external payments has, however, persisted in recent 
months, though at a reduced level. It is hoped that it will disappear with the 
seasonal upsurge in exports due this month. 


Egypt 
The Government has announced that the date for the reopening of the 
Alexandria cotton futures market has been fixed for September 26. Business 
will be done in futures contracts starting in December of this year. UK. concerns 
trading in Alexandria will enjoy freedom from income tax. 


Finland 


It has been announced that depositors who wish to set up accounts whose 
value is linked to the cost of living under the arrangements brought into operation 
by the commercial banks at the beginning of May this year must be prepared to 
set aside a minimum sum of 30,000 marks (about {450 sterling) and to leave their 
money untouched for a period of a year. The rate of interest is 4? per cent. 
The new system provides that when the cost-of-living index exceeds 104 points 
(at the beginning of May it was standing at 98), holders of the “ linked ’’ accounts 
shall be compensated by a payment equivalent to a maximum of 2 per cent. of 
the sum deposited for every further rise of 2 per cent. in the index, 


Germany 


The Ministry of Economic Affairs has issued revised regulations covering the 
activities of domestic and foreign insurance companies in Western Germany. 
These permit insurance and re-insurance contracts to be arranged in any currency 
between German insurers and foreigners. They also allow German concerns to 
conclude insurance contracts with domestic customers in respect of a number of 
risks arising from business abroad. 

The limit for the provision of official export credit guarantees has been raised 
from DM.5,000 millions to DM.7,500 millions. The Government holds that in a 
number of countries the economic situation has deteriorated and that attractive 
terms of payment are increasingly used by Germany’s competitors as an induce- 


ment to buyers. 


Gold Coast 


The Minister of Finance has announced that on the attainment of inde- 
pendence the Gold Coast will issue its own currency. The new unit will, however, 
be fully backed by sterling and will be held at parity with it. Steps are being 
taken to strengthen the organization of the Bank of the Gold Coast with the 
object of making it the bank of issue. In the meantime, the bank will act as the 
Government's agent in making arrangements for the issue of the new currency, 
the control over which will be the Government's sole responsibility. Arrange- 
ments would be made with the West Africa Currency Board to substitute the new 
currency for the old without disturbance to the economy. 


India 


The country’s sterling reserves suffered a relatively sharp decline—from 
Rs. 7,330 millions to Rs. 7,120 millions in the first five months of 1955. This has 
resulted in the adoption by the Government of a more cautious and selective 
approach in continuing its policy of import liberalization. Quotas for the second 
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half of 1955 have been raised for items needed for industry or to meet increases 
in demand that have not been met by corresponding increases in domestic pro- 
duction, but they have been cut for items that can be adequately supplied by 
domestic industry. 

India and Pakistan have signed an agreement that will facilitate preparation 
of a comprehensive plan—to be implemented with aid from the World Bank— 
for the development for irrigation of the waters of the Indus river system. 


Indonesia 


Official regulations governing the transfer of profits earned in the year 1953 
allow remittances equal to the operating profit (after deduction of tax and of the 
extra transfer levy). They place no restrictions on the transfer of dividends. 
For remittances of profits earned in 1954, transfer licences are to be granted for 
60 per cent. of net profits after tax. The remainder must be deposited with the 
central bank. In the case of dividends for 1954, 30 per cent. of the amount 
involved may be transferred. 


Israel 


Quotations for gold and dollars have reached new low levels on the free markets. 
The sovereign has falien to 1£19.35, that is to a point only some Io per cent. above 
the official quotation. The movement reflects the marked improvement in the 
Israeli economy, further details of which are given in an article on page II9. 


Italy 

The Bank of America and the Manufacturers Trust Company have jointly 
made a loan of U.S. $5 millions to Azienda Nazionale Idrogenazion Combustibili 
for a period of five years. A loan of Swiss Frs. 50 millions offered for public sub- 
scription in Switzerland by the Instituto Mobiliare Italiano has been over- 
subscribed. 

The Government has abolished its tax of 3 per cent. on the sale and import 
of gold and of gold and silver coin. 


Japan 

Agreement has been reached with the United States Government on the sale 
to Japan, in exchange for yen, of surplus American farm commodities to the value 
of $85 millions. 

Discussions have been proceeding with the British authorities on the renewal 
of the payments agreement governing trade and payments transactions between 
Japan and the sterling area. The Japanese Minister of Trade, Mr. Ishibashi, has 
stated that the Cabinet has accepted his policy of expanding trade with the 
sterling countries. This will be achieved mainly through an increase in Japan’s 
imports, including imports of U.K. manufactures. During the past year or so, 
Japan has earned a surplus in its sterling accounts, and its sterling balances have 
recently climbed to about {100 millions, from the level of less than {£50 millions 
obtaining a year or so ago. 

Japanese external reserves are estimated to have amounted to U.S. $1,213 
millions at the end of June, a post-war record and an increase of $433 millions 


on the year. . 


Malaya 


A report on the economic development of Malaya prepared by the World Bank 
sets out the recommendations of an investigating mission for Government action 
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and for priorities in public investment over the next five years. The proposed 
programme for the Malaya [ederation calls for expenditures of M$775 millions, 
and that for Singapore for outlays of M$610 millions. 

The report makes no spectacular suggestions but stresses the importance of 
maintaining the scale of public expenditures on economic and social development 
in view of the unusually rapid rate of growth of population. It foresees difficult 
problems in financing future development in Singapore, but holds that a high 
level of investment can be maintained if taxation is increased slightly, if existing 
Government reserves are drawn upon and if external financial assistance can be 


obtained. 
New Zealand 


A further tightening of monetary policy was undertaken at the end of June. 
Bank rate was raised from 4 to 5 per cent.—fully 34 per cent. above its level in 
April, 1954—and reserve requirements for the trading banks were increased to 
20 per cent. for demand liabilities and to 74 per cent. for time deposits. It was 
officially stated that the Government’s action was designed to further restraint in 
lending by the commercial banks, in order to damp down the demand for foreign 
goods and thus to correct the deficit on external payments. Restrictions on hire 
purchase business were imposed in late July. 


Norway 


The Ministry of Finance has announced that it will in future issue only 
3 months’ Treasury bills, carrying interest at 2 per cent. per annum. In the 
past, the maturity of Treasury bills has been from 3 to 18 months. The new 
bills will be in amounts of from Kr. 50,000 to Kr. 5 millions and will be offered 
to banks, insurance companies and other institutions. They will be offered for 
sale weekly by the Bank of Norway to a total value determined by the Govern- 
ment’s requirements. 

The Government has taken action to abolish the special tax on interest on 
bank deposits. In future, such interest will be taxed in the same way as other 
income, except that the smaller deposits will be exempt from both property tax 
and income tax. 

Rumania 


Talks in London between the U.K. Treasury and a Rumanian delegation 
failed to reach agreement on the settlement of British claims against Rumania. 
An official statement explained that some progress had, however, been made on 
questions of trade. It is hoped to resume the talks towards the end of the year. 


South Africa 


The Reserve Bank’s report for the year to March 31, 1955, reveals that sales 
of gold during this period totalled £159.8 millions, nearly £48 millions more than 
in the previous year (which covered only a few days of the reopened London 
market). Of the sales in the past year, as much as £133.4 millions was sold in 
London. The rest was disposed of to various buyers in exchange for hard 
currencies. 


Turkey 


The Bank rate was raised from 3 to 44 per cent. towards the end of June to 
help combat inflationary pressures. The Turkish authorities have tried out 
various other expedients to restore economic equilibrium during the past year or 
two, and this is the first time that Bank rate has been used for this purpose. 

The United Kingdom authorities have announced the re-admission of Turkey 
into the sterling transferable accourt system. 
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Building Societies’ Expenses Ratios 


Sir,—Mr. Herbert Ashworth, of the Co-operative Permanent Building Society, 
writes in your June issue: “ an efficiently managed building society concentrating 
on lending to home buyers and not yielding to the temptation to earn higher 
interest rates by lending a large proportion of its funds to other and more risky 
securities, is never likely to have to make major calls on its reserves’’. Yes, 
but what is an efficiently managed building society ? The Report of the Chief 
Registrar of Friendly Societies* gives a surprising answer. It is not one of the 
giants in the {100 millions asset class; it is the little fellow with assets between 
fr and £5 millions. These little societies year after year have lower expense 
ratios per {100 of mean assets than their big brothers. This table shows the 
rel itionship between total assets and the expense ratio for 1954. The picture has 
been similar for many years past. How can Mr. Ashworth reconcile that charac- 
teristic pattern of efficiency in the building society movement with his defence 
of rapid expansion towards bigger and bigger figures and presumably higher and 
higher expense ratios ? 

Management Costs per 

{100 Mean Assets 


s. d. 

Societies with assets over {10 millions - wa I2 7 
. - ,, between {5-10 millions .. is Ir 6 

" és = = f1-{£5 millions .. “ 1o 8 

a . , under {1 million “a ‘i I3 4 


These low expense ratios from the small societies often spring from a manage- 
ment set-up that would be quite unsuited to the big societies—a part-time 
secretary, no advertising costs, no highly-paid executives and no branch offices. 
No one would suggest that anv of the big societies ought to revert to that. But 
the diligent registrar has shown the expense ratios of the over {10 millions class 
individually. The spread is wide. The highest ratio is shown by the Alliance 
(assets {43 millions)—17s. 4d. per {100 of mean assets, the lowest by the Derby- 
shire (assets £12 millions)—8s. 2d. per {100. The Co-operative had the second 
highest expense ratio. These were the ratios of the over {100 millions group: 





Halifax (assets £238 millions) j - - 13s. gd. per {100 
Abbey National (assets {213 millions) ‘is a 2 OE se 
Co-operative Permanent (assets {106 millions) .. ge 
Woolwich Equitable (assets {103 millions) .. aa . > a 


No precise correlation between size and operating costs at the {100 millions level 
comes out. But may there not be some direct relationship between the cost 
ratio and the effort to expand? The figures at least seem to point out the 
wisdom of going slow on expensive schemes of expansion. After all, additions to 
reserve can only come out of what is left of the margin between interest paid to 
shareholders and interest charged to borrowers after taxes and management 
expenses have been paid. 
To grow slowly and cheaply is the only recipe for strengthening reserves. In 
that respect your previous correspondent was right.—Yours faithfully, 
JOHN MARVIN. 

London, $.W.1. 

July to, 1955. 





* Report of the Chief Registrar of Friendly Societies for the year 1954, Part 5, Building 
Societies. H.M.S.O. 2s. : 
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Appointments and Retirements 





Barclays Bank—Londoun—Hammersmith, King St.: Mr. R. W. C. Mann, from Kingston-on- 
Thames, to be manager; South Kensington: Mr. G. R. Linley to be manager. Beeston: Mr. E. J. 

Goodfellow, from Ripley, to be manager. Cardiff, St. Mary St.: Mr. D. A. Grey, from Portsmouth, 

to be manager. Devonport, Millbrook and St. Budeaux: Mr. G. C. Cross, from Tavistock, to be 
manager; Dewsbury: Mr. N. Barker, from Huddersfield, to be manager. Farnham: Mr. E. J. 

Layton, from High Wycombe, to be manager. Gorseinon: Mr. W. H. Phillips, from Treharris, 
to be manager. Ilfracombe: Mr. G. Sargent, from Plymouth, to be manager. Manchester, 
Whitworth St.: Mr. F. S. Hurst, from Cross St., to be manager. Plymouth, Armada Way and 
Plympton: Mr. J. R. Rowell, from Dévonport, Millbrook and St. Budeaux, to be manager. 
Portsmouth, Commercial Rd.: Mr. K. McLaren, from Plymouth, to be manager. 

Barclays Bank D.C.O.—The Hon. Sir Geoffrey C. Gibbs, previously a vice-chairman, has 
been elected a deputy chairman and Mr. F. Seebohm, a director of the bank, has been elected 
a vice-chairman. 

Clive Discount Company—Mr. C. McE. Small and Mr. C. W. Brocklebank have been appointed 
directors and managing directors. 

Clydesdale & North of Scotland Bank—Head Office: Mr. D. Smith to be chief superintendent 
of branches; Mr. J. W. Ollason and Mr. R. G. Cowie to be superintendents of branches. Aberdeen, 
Chief Office: Mr. A. L. Taylor to be Aberdeen area manager; Mr. J. Y. Minty to be sole manager. 
London, Lombard St.: Mr. J. Kinloch, from Head Office, to be deputy manager. 

International Bank for Reconstruction and Development—NMr. S. R. Cope, assistant director 
of the Department for Europe, Africa and Australasia, has succeeded Mr. A. S. G. Hoar as director. 
Mr. Hoar has now become general manager of the Commonwealth Development Finance Com- 
pany. Mr. W. S. Patten is to be assistant special representative in Europe. 

Lloyds Bank—London—Overseas Dept.: Mr. C. H. E. Dutoit, an assistant manager, has retired; 
Pall Mall: Mr. C. A. Bass to be a section manager; Wimbledon Common: Mr. A. G. W. Gore- 
Harvey, from Gt. Portland St., to be manager on retirement of Mr. A. T. Wiltshire. Burton-on- 
Trent: Mr. C. W. Plant, from Sutton Coldfield, to be manager on retirement of Mr. G. Kelley. 
Eastbourne: Mr. H. B. Saville, from Head Office, to be manager on retirement of Mr. E. N. 
Privett. Frinton-on-Sea: Mr. A. E. Chambers to be manager. Gateshead, Low Fell: Mr. B. G. 
Nichol, from Gosforth, to be manager. Newcastle upon Tyne, Osborne Rd.: Mr. M. S. Thompson, 
from Gateshead, to be manager. Okehampton: Mr. R. N. Jutsum, from Salisbury, to be manager 
on retirement of Mr. C. I. Buckingham. Portsmouth, Copnor Bridge: Mr. H. C. J. Seward, from 
North End, to be manager on retirement of Mr. W. E. Mountford. Sale: Mr. J. N. Haigh, from 
Harrogate, to be manager on retirement of Mr. C. P. Cormick. Stockport: Mr. R. L. Johnson, 
from Manchester, to be manager in succession to the late Mr. C. J. Summers. 

Martins Bank—Leeds City: Mr. A. B. Hindmarsh, from Stockton-on-Tees, to be manager. 
North Shields: Mr. R. W. Hopper, from Sunderland, to be manager. Reading: Mr. W. H. L. 
Swain, from Sittingbourne, to be manager. Stockton-on-Tees: Mr. E. G. Lowery, from North 
Shields, to be manager. 

Midland Bank—London—-Bermondsey: Mr. S. W. Sibbett to be manager; Bethnal Green: 
Mr. E. A. Curtis, from Bermondsey, to be manager on retirement of Mr. C. H. Collings; South 
Woodford: Mr. T. J. Salter to be manager. Belper: Mr. F. C. Harper, from Northampton, to 
be manager. Bridlington, King St.: Mr. H. W. Wood, from Cottingham, to be manager on 
retirement of Mr. M. W. Hammond. Cleethorpes: Mr. A. P. Lee to be manager on retirement 
of Mr. J. Parkinson. Cottingham: Mr. G. E. Heselton, from Hull, to be manager. Heswall: 
Mr. D. E. Boyle, from Fleetwood, to be manager. Horncastle: Mr. J. A. Day, from Gainsborough, 
to be manager on retirement of Mr. A. E. Hartshorn. Market Harborough: Mr. W. Royle, from 
Belper, to be manager on retirement of Mr. R. Holmes. 

National Provincial Bank—Bournemouth, Westbourne: Mr. A. W. Hill, from Sandwich, to be 
manager on retirement of Mr. R. Bird. Downham Market: Mr. P. R. Bennett, from Daventry, 
to be manager on retirement of Mr. S. D. Cowlin. Manchester, Smithfield Market: Mr. G. Dun- 
kerley to be manager. Pudsey: Mr. E. A. Smith, from Leeds, to be manager on retirement of 
Mr. G. R. Hutton. Sandwich: Mr. A. G. Bacon, from Salisbury, to be manager. Sunderland: 
Mr. W. B. Bradbeer, from Warrington, to be manager. Warrington: Mr. A. E. Spring, from 
Manchester, to be manager. 

Royal Bank of Scotland—Dalkeith: Mr. G. G. Maxwell, from Newington, Edinburgh, to be 
manager. Edinburgh, Newington: Mr. D. Howison, from Dalkeith, to be manager on retirement 
of Mr. J. R. Leishman. 

Westminster Bank—London—Head Office: Mr. C. W. Deaves, a joint general manager, and 
Mr. E. L. Palmer, general manager, Westminster Foreign Bank, are to retire; Mr. F. G. Horwill, 
an assistant general manager, to be a joint general manager (overseas); Mr. E. F. Adams, an 
assistant general manager, to be a joint general manager; Blackheath: Mr. T. T. J. Nolan, from 
Aldwych, to be manager on retirement of Mr. G. C. Herring; East Acton: Mr. H. Kempthorne, 
from Hounslow, to be manager; Harrow: Mr. W. B. Fuller, from Kensington, to be manager; 
Mitcham: Mr. S. G. Rampton, from Hampstead, to be manager on retirement of Mr. E. Bryant; 

Ruislip and Eastcote: Mr. F. K. Abbiss, from East Acton, to be manager on retirement of Mr. 
A. R. Thrupp; Surbiton and Hinchley Wood: Mr. F. J. A. Smith, from Harrow, to be manager 
on retirement of Mr. W. Kempster. 
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Banking Statistics 


Trend of “ Risk ”’ Assets 
(Figures in italics show percentages of gross deposits) 
Actual {mns. {mns. 














Change Change 

















I95I 1955 since since 
Oct. Nov. Jan. June Jan., 1955 Oct., 1951 
Barclays: 
Advances .. 2% a 308.5 371.0 383.7 438.0 + 54.3 + 69.5 
y A “e Ss - 29.2 29.3 27.2 31.8 
Investments - és 316.4 425.7 513.2 470.3 —- 42.9 +153.9 
% sé - oe 25.0 33.6 36.4 34.2 
Lloyds: 
Advances .. ‘a ~ 345.2 351.1 321.6 366.2 + 44.6 + 21.0 
% oi on es 30.2 30.7 26.6 31.1 
Investments o's e° 279.6 371.2 428.6 385.8 — 42.8 +106.2 
% 24.4 32.5 35-4 32.8 
Midland: 
Advances .. “ % 393.3 397.1 394.6 462.5 + 67.9 + 69.2 
% ws ee in 29.6 30.1 27.7 32.5 
Investments o- én 329.4 433.8 489.9 490.0 + oO.!1 + 160.6 
% we eo 24.9 32.8 34.3 34-4 
National Provincial: 
Advances .. é .“s 290.3 298.1 250.4 300.2 + 49.8 + 9.9 
% ee a he 35-4 37.2 28.2 36.5 
Investments 64 os 165.9 230.9 285.2 226.0 — 59.2 + 60.1 
% bs 20.2 28.8 32.1 27.5 
Westminster: 
Advances .. - os 248.6 249.5 262.2 302.8 + 40.6 + 54.2 
% t's - os or.8 31.6 29.8 36.1 
Investments - ee 209.4 263.6 310.3 266.0 —- 44.3 + 56.6 
% os - - 26.3 33-4 35.2 31.7 
District: 
Advances .. ee oe 60.1 62.6 64.0 76.2 + 12.2 + 16.1 
y A as ce ba 25.6 26.6 25.8 2.0 
Investments ns o- 71.5 91.6 97.8 80.7 - 17.1 + 9.2 
A «i ‘2 = 30.5 38.9 39-3 33.8 
Martins: 
Advances .. ca 89.6 Q1.4 97.5 106.9 + 9.4 + 17.3 
% ss - es 29.1 29.3 31.2 35.2 
Investments os a 78.6 102.8 109.7 88.9 — 20.8 + 10.3 
% 9 as o* 25.5 33.0 35.1 29.3 
Eleven Clearing Banks: 
Advances .. my -- 1,897.0 1,925.2 1,892.4 2,186.3 + 293.9 + 289.3 
% i sa » 30.6 or.2 28.2 33.6 
Investments - es 1,555-2 2,032.7 2,350.7 2,099.0 -— 251.7 + 543.8 
% ‘ oa “ 25.1 32.9 35.0 32.2 
Trend of Bank Liquidity 
1951 1952 1953 1954 1955 
Oct.f Nov. Apr. Oct. May June Jan. Feb. Mar. Apr. May June 
Liquid Assets:* % % % % % % % % % % % % 
Barclays .« £0.0 93.8 85.6 235.0 32.8 32:3 946.3 @.S BS  26- DS. BS 
Lloyds -« @0.0 $20:8. 35.3 99.9: 93:7. 92.3 - 29.8 2.0 Bt Oe eS OES 
Midland o. “28 2.8 32.2 38.3 34.0 34.3 939.4 32.9 20:3 20:9 29.2 - 30.2 
National Prov. 39.4 30.6 31.1 37.2 33.0 35.1 38.2 34.4 30.74 31.1 31.6 32.3 
Westminster 96.7 20.4 30.9 37.6 33.7 93.8 33.6 2.6 23.7 2.5. 29.8... 98:23 
District ce 98.0 $9.8 20.5 35.7 93:8 90.2 S655 - 88:7 58.5..38.7. Oe. 8 
Martins 0+ 90.8 339.2 34.3 2339.0 38.8. -38:e. SO. 94:0 2615 9012 . 32.0 35:6 
All Clearing 
Banks... 39.0 32.0 31.6 36.6 32.9 33.0 34.4 31.3 29.9 30.5 30.5 30.1 


* Cash, call money and bills. + Eve of ‘“ new” monetary policy. 
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Banking Trends over Thirty Years* 
‘“* Risk ”’ Assets 





Liquid Assets 





Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: £mn. £mn. % £mn. £mn. % 
1921 ia 1,759 680 38 os 325 833 64 
1922 - 1,727 658 37 = 391 750 64 
1923 va 1,628 581 35 — 356 761 67 
1924 " 1,618 545 33 — 341 808 69 
1925 pa 1,610 539 32 —- 286 856 69 
1926 - 1,615 532 32 — 265 892 70 
1927 os 1,661 553 32 —- 254 928 69 
1928 os 1,711 584 33 — 254 948 68 
1929 de 1,745 568 32 --- 257 9gI 69 
1930 ve 1,751 596 33 —- 258 963 68 
1931 oe 1,715 560 32 — 301 919 69 
1932 rv 1,748 611 34 -_- 348 844 67 
1933 +. 1,909 668 34 — 537 759 66 
1934 - 1,834 576 31 mnie 560 753 79 
1935 + 1,951 623 31 — 615 769 69 
1936 a 2,088 692 32 — 614 839 68 
1936 se 2,160 713 32 — 643 865 68 
1937 ‘i 2,225 683 30 a 652 954 70 
1938 7 2,218 672 30 — 637 976 71 
1939 ee 2,181 648 29 — 608 9gI 71 
1940 = 2,419 785 31 73 666 955 65 
1941 = 2,863 676 23 495 894 858 59 
1942 _ 3,159 712 22 642 1,069 797 57 
1943 . 3,554 723 20 1,002 1,147 747 52 
1944 ee 4,022 788 19 1,387 1,165 750 46 
1945 és 4,551 886 19 1,811 1,156 768 4! 
1946 “ 4,932 1,280 25 1,492 1,345 888 44 
1947 i 5,403 1,646 29 1,308 1,474 1,107 46 
1948 - 5.713 1,703 2¢ 1,284 1,479 1,320 47 
1949 = 5,772 1,920 32 983 1,505 1,440 49 
1950 - 5,811 2,345 39 430 1,505 1,603 52 
1951 i 5,931 2,308 38 247 1,624 1,822 56 
1952 ve 5,850 2,097 34 —- 1,983 1,838 62 
1953 _ 4,024 2,201 35 --- 2,163 1,731 62 
1954 7 6,239 2,190 34 — 2,321 1,304 64 
1951: 

Oct.f .. 5,981 2,423 39.1 177 1,555 1,897 55-7 

Oe ° xe 5,973 1,981 32.0 108 2,033 1,925 64.0 
1954: 

June gs 6,234 2,156 33.0 — 2,311 1,837 63.5 
1955: 

Apr. aa 6,147 1,947 30.5 ~— 2,217 2,008 67.1 

May o% 6,104 1,943 30.5 -— 2,141 2,104 66.7 

June 7 6,173 1,962 30.1 — 2,099 2,186 65.8 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
~ Bank statements immediately before and after the launching of the ‘‘new’’. monetary 


policy and the first special funding operation. 





Floating Debt 
July 24, June25, June30,' Julyg, July 16, July 23, 


1954 1955 1955 1955 1955 1955 
Ways and Means Advances: £m. £m. £m. £m. fm. £m. 
Bank of England , — 2.2 4.5 2.7 — — 
Public Departments a 281.6 311.5 309.3 295.0 293.8 286.1 
Treasury Bills: 
Tender... im ia 3270.0 ke " eect 3260.0 3270.0 
Tz mond 5190.0 ; : 
ap ‘4 pi - 1492.2 1974.9 2017.38 2020.0 2019.6 




















5943-9 5509.6 5593-7 5545-5 5573+7 5575-7 























(T ATRST OUIARTERIYV STATEMENTS) 
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1948-49 .. 
1949-50 .. 
1950-51 .. 
1951-52 .. 
1952-53 -- 
1953-54 -- 
1954-55 -- 

1954-55 
April-May 


June 


1955-50 
April-May 


June 


6.4 
3.8 


Defence 
Bonds 
(net) 


~ 18. 
— 20. 


+ &£ 


OWW UD Ha 


nw 


.2 
“3 


National Savings 


Savings 


(£ millions) 


Banks 
(net) 


+ 39. 
— 29. 
— 64. 
— 9o. 
—I31. 
a 
- go 


+ 2 


securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (-) 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1954: 
II 


III 
IV 


1955: 
january 


February 


March 
I 


April.. 
May .. 
June.. 


IT 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


+ Comprising a 


1953 and 1954. 


gold loan of 1948. 


3 
—- 6. 


8 


mw AwWwn~ 


2) 


-9 
_— 5 . 


9 


Total 
Small 


+26. 
- 71. 
— go. 
— 85. 
—I22. 
— 60. 
+89. 


— 


+13. 
- oO. 
* After taking account of net sales through the Post Office Savings Banks of Government 


2.3 
2.5 


8 
7 
9 
2 
I 
Oo 
5 


5 
6 


Accrued Defence 
Interest 


(net) 
102. 
100. 

95- 
04. 
88. 
88 
38Q. 


-& OW HW OO 


14. 
6. 


OO 


13.4 
6.6 





Bond 


Maturity 


—52.1 
- 0.9 


— 2.5 
- 1.3 


Change 
in Total 
Remain- 
ing 
Invested 
+59.5* 
+24.2* 
+ 4.1* 
— 36.5* 
- 73.4" 
—12.2* 
+120.8 


+ 23.0 
+ 6.0 


Financed by: 





With 


E.P.U.* 





+ 13 
+ 31 
+ 12 


a 


+ 56 





With 
Other 
Areas 





539 





— II 
—- 49 
— 28 





— 88 





Net 
Surplus 
or 
Deficit 
— 908 


-t 

+ 

+ 107 
+ 314 
+ 60 
+ II 
- 12 
- 7 





— 136 





+. 2 
—- 18 
—- 16 











Ameri- 
can 
Aid 

682 
1196 
762 
199 
428 
307 
152 


60 
18 
35 
39 


13 
15 
21 





49 





17 
18 
10 





45 


Special 


Payments 


and 

Creditst 

+1123 

+ 3513 
805 
168 

45 
176 
181 
181 
400 


(tos 


- 2I!I 
— 189 











Change 
in 
Reserves 
+ 220 
— 618 
— 223 
— 168 
+1612 
- 965 
- 489 
+ 672 
+ 244 
+ 167 
+ 332 
— 116 
= 339 


oe I 
- 82 





> 





ee 


- 6 





5 





“‘ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 


Total 
Remain- 
ing 
Invested 
6101.9 
6126.7 
6130.8 
6094.3 
6020.9 
6008.7 
6129.6 


6014.0 
6015.0 


6152.6 
6158.6 


Reserves 
at End 
of Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 


2685 
3017 
2901 
2762 


2763 
2681 
2667 





2667 





2686 
2686 
2680 





2680 














BRITISH BANK OF THE MIDDLE EAST 





Year of Progress 





British Bank of The Middle East was held 
on July 19 in London, Sir DALLAS 
BERNHARD, Bt., the chairman, presiding. 

The following are extracts from his state- 
ment circulated with the report and accounts 
for the year to March 31, 1955: 

On the death of Col. Buxton in September, 
1953, Lord Kennet reassumed the office of 
Chairman. Recently he felt disposed to lay 
down his burden for the second time and the 
Board elected me Chairman in his stead. Lord 
Kennet is very familiar with the Bank's in- 
terests and it was under his wise guidance that 
the Bank extended its activities throughout 
the Middle East. I am glad to say that Lord 
Kennet has agreed to remain on the Board, 
where his great experience will still be avail- 
able and I am very happy to feel that I shall 
be able to call on him for advice. 

Once again we have to report a year of in- 
creased activity and accounts which show 
strength and development. Our public de- 
posits and ancillary accounts are up {10,000,000 
to £53,000,000. Cash in hand and at bankers 
and Money at Call are £8,600,000, against 
£16,000,000 the previous year, but a new item 
of {6,100,000 Treasury Bills accounts for most 
of the difference. 

Investments in British Government and 
other securities all with fixed redemption dates, 
at £18,885,000 compare with £14,940,000 the 
previous year. 


Ts E 66th ordinary general meeting of The 


Increase in Loans 

Loans, Advances and _ Bills Purchased 
and other accounts at {22,000,000 against 
£15,000,000 show that we have taken advan- 
tage of the business opportunities which have 
presented themselves. 

We now have 20 Branches and five sub- 
Branches overseas, and of these 25 establish- 
ments, only two—Baghdad and Basra—were 
open before the war. The provision of suitable 
buildings for our offices and to house our 
British Staff has presented many problems. 
Although investment in bricks and mortar is 
not our aim, we can rarely obtain suitable 
accommodation except by building it, or having 
it built for us. 

We are engaged on a building programme 
and, in particular, the current year should see 
the completion of a fine new office building in 
Baghdad. In the past we have written down 
our Fixed Assets from our inner reserves, but 
we have decided that these should be shown in 
the Balance, Sheet and written down out of 
Profit and Loss. Account. You will see, there- 
fore, in our Accounts the amount spent and the 
amount written off to our Profit and Loss 
Account during the year under this heading. 

The Accounts show a strong position and 
the profit for the year fully justifies the pay- 
ment of a final dividend of 6 per cent., making 
10 per cent. for the year. 


During the past year there has been an un- 
doubted improvement in political conditions 
in the Middle East of which you will be well 
aware and economic prosperity still seems to be 
firmly based on expanding oil revenues. 

The oil production of the Middle East again 
increased, the total in 1954 being 133,000,000 
metric tons against 118,000,000 in 1953. Iran 
accounted for 2,500,000 metric tons last year 
and is the only oil-producing country in the 
area where we are not established. According 
to recent statistics 62 per cent. of the proved 
oil reserves of the world are in the Middle East 
and there is no doubt that explanatory searches 
now going on will show that the figure is even 
higher. We are well placed to take advantage 
of present developments and trade of the area 
and can have reasonable expectations for the 
future. 

Local Conditions 

Aden: There are five banks in Aden, com- 
peting for a small volume of business and 
margins are very fine. New houses for our 
staff are in the course of construction and we 
have bought a good site on which to build 
office premises. 

India: Progress of the Bank’s new Branches 
at Bombay and Calcutta has justified the 
Board’s decision to reopen in India. Both 
Branches have played an active part in widen- 
ing and increasing the scope and utility of the 
Bank’s activities. They have developed close 
business connections with our Branches in 
the Persian Gulf and achieved a notable parti- 
cipation in India’s import and export trade with 
other centres also. Together with the other 
exchange banks, our Bank has contributed to 
the Industrial, Credit and Investment Cor- 
poration of India which, supported by contri- 
butions from the International Bank, the 
Government of India and private capital, has 
been formed to participate in the promotion of 
private and industrial undertakings in India. 

Ivaq: Our Branches at Baghdad and Basra 
had a busy and successful year; increasing 
business in Baghdad has made work extremely 
difficult in our present office which is too small 
for our requirements, and our operations will be 
much facilitated when we move to the new 
premises. A sub-Branch was opened in Rashid 
Street, near Southgate, Baghdad, in May, 1954. 
This has been a great convenience for our many 
customers in that area and has proved its 
usefulness. 

Jordan; In March we opened a new Branch 
of the Bank in Jerusalem, Jordan. 

Although I have joined your Board recently, 
I am already conscious that the Bank is well 
served by its Staff, British and non-British, at 
home and overseas. Your thanks are parti- 
cularly due to our Managers overseas who, 
following our withdrawal from Iran, have 
adapted themselves to the changed conditions 
of our service with skill and devotion. 

The report was adopted. 


xxvii 








INTRA BANK S.A. 





Head Office: Beirut, Lebanon 





Report of the Board of Directors for the Year 1954 





the shareholders of Intra Bank S.A. was 
held in Beirut on June 9g. The Board of 
Directors reported as follows: 

Another year of intense activity and con- 
tinued expansion in the life of your Institution 
has passed. The Directors are pleased to 
submit to you their third annual report on the 
results achieved during the year 1954. 

The past year had been a period of generally 
good business activity. The continued increase 
of the Lebanese currency in circulation had 
its effect on the local market. This has reached 
LL. 242 millions at the end of 1954 as against 
LL. 205 millions at the close of the previous 
year. This is the more remarkable, as the 
gold cover was increased from LL. 12643 
millions to LL. 2184 millions, 1.e. to about 
go per cent. of the total circulation. The 
creation of the Sterling Transferable Accounts 
had its mark on the local financial circles, 
where the absence of Government control 
makes the local exchange market very sensitive 
to deviations. 

In this comparatively uneventful year we 
proceeded in our mission with confidence, 
energy and resolution. 


Continued Expansion 

Our expansion projects, scheduled to meet 
the incessant demand for a modern banking 
institution, are being realized in a most satis- 
factory manner. Our Ras Beirut branch has 
been duly established and, as promised in our 
last report, is very efficiently providing ade- 
quate services to the residents and traders in 
the Western sector of the capital and is 
extending to its increasing clients all kinds of 
banking facilities. Our branch at Tripoli 
continues to give effective service to its growing 
clientele. 

In Baghdad, the original idea of renovating 
the existing building has been abandoned. 
This building has now been demolished and 
we have already taken the preliminary steps 
for the construction of a modern building, in 
the ground floor of which we propose to house 
our Baghdad branch. It is hoped that the 
construction works will commence immedi- 
ately and that it will not be too long before 
you hear that your Baghdad branch has 
started its activities with full force. 

In Damascus the premises selected for the 
branch were, before the close of the year 1954, 
made available for our occupation, and the 
branch has since commenced its operations. 
We are glad to report that this branch has 
made an excellent start. 

The concession of a banking centre at the 
International Airport of Beirut has_ been 
granted to us. The preliminary steps have 
already been taken, and by the time this 
report reaches you the branch would have 
commenced its activities. 


"T tne Third Annual General Meeting of 


In Aleppo we have concluded a lease for a 
good-sized building to be constructed by the 
landlord according to plans prepared by us. 
It is hoped that the construction of this 
building will be completed within six to eight 
months, and we anticipate to start our opera- 
tions in Aleppo before the end of the present 
year. 

The Latakia branch will commence its 
operations as soon as the building hired for the 
purpose has become available for our occu- 
pation. We are also actively considering the 
opening of branches in the remaining capitals 
of the Arab countries. 

We are happy to report that we have already 
taken the preliminary steps for the acquisition 
of a plot of land in the heart of the business 
centre in Beirut for the erection of well- 
equipped and up-to-date premises of our own 
to house the Head Office and the main branch 
of your Bank. 

As you know, your Institution is greatly 
interested in supporting companies whose 
object is to build up and develop the economical 
and industrial resources of Lebanon and other 
parts of the Arab world where we have 
branches. Of these we mention the President 
Chocolate Factory, the Société des Grands 
Hotels du Liban, the Electric Supply Co. of 
Lebanon (Ma/asri Project) and the Tripoli 
Dry Docks Project. We have also participated 
in the establishment of the Banque de Crédit 
Foncier, Agricole & Industriel. 

We have succeeded in obtaining the agency 
for the exclusive sale in all Arab countries 
(except Egypt) of the Credit Foncier Egyptien 
3% Bond 1951 Issue. We have commenced 
sales in Lebanon early in 1954 and contemplate 
extending these operations to other Arab 
countries as soon as our branches there are 
operating. We are happy to report that our 
activities in this line were crowned with 
success. In addition to cash sales we have 
also disposed of large quantities on instalment 
basis; thereby encouraging savings by small 
holders and allowing them a chance to invest 
and to participate in the profits available. 


The Balance Sheet 

Upon reviewing the Balance Sheet you will 
notice that our deposits have increased by 
over LL. 34 millions (more than 30 per cent.) 
which is a good indication of the increased 
confidence in your Institution. 

Our advances against stocks and shares have 
increased. This is mainly due to the recent 
legislation reorganizing the Bourse and its 
dealings in stocks and shares and authorizing 
it to assess their values. 

Our gross earnings amounted to LL.1,411,532 
with an increase of nearly 14 per cent. on 


those of 1953. 
The opening of the new branches with its 
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attendant heavy expenditure and the necessity 
for keeping staff under training for our pro- 
jected branches have increased our expenses 
considerably. Consequently the net profit has 
decreased to LL. 304,400, of which, according 
to law and statutes, Io per cent. was passed 
to statutory reserves and 10 per cent. for 
remuneration of the Directors. The Directors, 
however, have renounced this remuneration. 
The Board of Directors recommends that 


the net profit should all be passed to statutory 
reserve after deducting the income tax. It 
is felt that although this means a sacrifice on 
the part of the shareholders, we are of the 
opinion that special reserves should con- 
tinuously be increased for the purpose of 
strengthening our Institution. 

In conclusion we express our thanks and full 
appreciation for the excellent work performed 
by the managers and staff of the Bank. 





INTRA BANK 


Société Anonyme 
GENERAL BALANCE SHEET AS AT DECEMBER 31, 1954 


LIABILITIES 


ian, Be LL. .P. 
Authorised Capital: 
24,000 Shares at LL. 500 


each .. ' 12,000,000. 00 





Paid-up Capital: 
16,830 Shares at LL. 500 
each (fully paid) 
Reserves: 


8,415,000.00 





Balance brought forward 100,321.24 
10 per cent. of Profits .. 30,440.00 
Reserves, 1954 . 267,818.30 
398,579.54 
Special Reserves .. rv 39,500.00 
Fixed Deposits Accounts. . 3,084,034.11 


Current Accounts .. 11,085,979.70 


14,170,013,81 





Other Accounts is 750,456.98 
Guarantees and Commer- 

cial Credits on Account 

of Customers (per contra) 5,031,988.05 





28,805,538.38 





Y. K. BEDAS, Chairman, Board of Directors. 


ASSETS 
LL. P. Li. Pe 
Cash in Hand and at Banks “a ie 4,716,738.41 
Stocks, Shares and Investments (at Cost) 1,705,097.33 
Immovable Properties (as Assessed) 790,625.00 
221,168.46 


Furniture (after Depreciation) 


Advances 7,675,950.92 
Advances against 
Stocks and Shares 4,903,606.22 





12,579,557-14 
3,292,905.85 
467,458.14 


Bills Discounted 
Other Accounts *- ~ ba ; 
Customers’ Liability Under Guarantees 


and Commercial Credits (per contra) 5,031,988.05 





28,805,538.38 





KAMEL ABU ZEID, Member, Board of Directors. 


We are pleased to report to the Shareholders of Intra Bank, S.A., that we have audited the Accounts of the Bank for 


the year ended December 31, 1954. 


We have obtained all the information and explanations we required and we believe that 


the above Balance Sheet shows the true and correct position as on December 31, 1954, to the best of our information and as 


shown by the books of the Bank. 


Berrut, March 15, 1955. 


Commissaires de Surveillance 
SABA & Co. ANDRAOS TABBAH 
Audttors 
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30 NEW BRIDGE STREET, LONDON, E.C.4. 


« SALES AND SERVICE THROUGHOUT THE COUNTRY 
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caleulator , 


A Et a ieee We ere 


for full details or demonstration: 
7 &.. (OFFICE EQUIPMENT) LTD. 


Tel: City 1107 
* SOLE DISTRIBUTORS FOR EVEREST CALCULATORS AND TYPEWRITERS 
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h these unique features: | 


With these unique features : 


%& Capacity 9x 8x13 and !0x9x 17 with or 
without back transfer and split register 


%*& Key setting with proof dials 
%* Single hand operation 
% Tens transmission throughout 








FOR NEW TRADE 


CONTACTS WITH Canara Bank Ltd 


INDIA CONSULT 
ESTABLISHED 1906 


Principal Foreign Dept: Warden House, Sir P. M. Road, Bombay, India 
A Network of Branches All Over South India 


General Overseas Representative: D. Freeman, Esq., Cornerways, 10 Cedar Road, 
East Molesey, Surrey, England Telephone: MOLESEY 2025 


CORRESPONDENTS ALL OVER THE WORLD 











BANK LEUMI LE-ISRAEL B.M. 


formerly THE ANGLO-PALESTINE BANK 
Head Office: Tel-Aviv , 54 Branches throughout Israel 








New York Representation: 20, PINE STREET, NEW YORK 5 


Representative for Continental Europe : 
BLEICHERWEG 1 (am PARADEPLATZ), ZURICH 


London Office: 
6, Gracechurch Street, E.C.3 


Affiliationw: The Bank Leumi Le-Israel Trust Company, Limited, Tel-Aviv. The Trust 
Company undertakes the usual Trustee and Executor business. 




















Authorized Foreign Exchange Bank 





SECURE, PROFITABLE SAVING! 


a | INTEREST Head Office: OSAKA, JAPAN 
4% TAX FREE CAPITAL: ¥2,500,000,000 


(equals £5 13s. Od. p.c. gross) 





A complete network of 186 nation- 
wide branches and world-wide 
correspondents 


INVEST IN SUCCESS 


£50 - £5,000 may now be accepted. 
Safe, non-fluctuating security, with 
easy withdrawal facilities at any 
time you choose. 





SAN FRANCISCO BRANCH 


Write to Dept. 23 for free brochure 








“SAFE INVESTMENTS’ 465 California St., San Francisco 
THE LION TAIPE! REPRESENTATIVE 
BUILDING SOCIETY OFFICE 
HOLLINGTON HOUSE. HIGH | STREET Taipei, Formosa 


Tel: Imperial 2233/4/5 
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THE STANDARD BANK OF SOUTH AFRICA 





Another Year of Progress 





General Expansion of Business 





annual general meeting for the year 1955) 
of The Standard Bank of South Africa 
Ltd. was held on July 27 in London. 

Sir Frederick Leith-Ross, G.C.M.G., K.C.B., 
the chairman, presided. 

The following is an extract from his circulated 
statement: 

The pace at which economic developments 
have been taking place in South and Central 
Africa during recent years is probably as great 
as, if not greater than, that in any other part 
of the world and it is a constant problem for the 
board and the management to maintain that 
‘first-hand, up-to-date contact that is necessary 
with the changing conditions in the various 
territories in which we operate. 

You will have appreciated from the figures 
placed before you each year how greatly the 
business of the bank has expanded in the last 
IO years. 

The rapid increase in economic activity 
which has continued in the Union and the 
Federation of Rhodesia and Nyasaland, and 
some revival of activity in East Africa, has 
naturally been accompanied by proportion- 
ately increased demands upon the bank for 
financial assistance. The changes in the 
balance-sheet this year are mainly a reflection 
of the greater assistance we have given to our 
customers and the manner in which we have 
found the resources to do so. 

Aiter making the usual and necessary pro- 
visions, the balance of profit for the year 
amounts to £787,945, whereas for the previous 
year it was £635,811. There was, therefore, an 
improvement of £152,134. This improvement 
is a reflection of the general expansion in our 
business, assisted by the earnings after all pro- 
visions on the £3 million additional resources 
which were raised by the issue of shares in 1953. 

The board recommend the paying of a final 
dividend of 1s. 6d. per share, which, with the 
interim dividend already paid, will make the 
distribution for the year 2s. 6d. per share or 
12$ per cent. This represents an increase of 
3d. per share over the dividend paid last year 
which the board feel justified in recommending 
in view of the increase of profit last year and 
the favourable prospects, so far as can be fore- 
seen, for future years. 

Closely following on this report shareholders 
will have received an invitation to take up 
additional fully paid £1 shares, in the ratio of 
two new shares for seven of the existing shares 
held (whether these are £2 shares, £1 paid, or {I 
fully paid shares). The terms of the issue have 
already been announced in the Press. 

After this issue of shares there will remain, 
of the total authorised capital, only one million 
shares not yet issued. The board think it 
advisable to take powers to increase the 
authorised capital by a further £2 million to 


Ts 142nd Ordinary Meeting (being the 


£17 million, thereby making a total of 3,000,000 
shares available for issue, if and when necessary. 


Standard Bank Finance and Development 
Corporation Ltd. 

The profit earned for the year by the cor- 
poration, after making a transfer to contin- 
gencies account out of which provision will be 
made for any diminution of assets, amounted 
to £21,087, 1.e. £3,768 more than for last year. 
The amount brought forward from the 1954 
accounts is £57,580 and there will therefore be 
£78,667 for disposal. The corporation has now 
been trading for eight years, each year with 
slightly improving results, and the board have 
decided to declare a modest maiden dividend of 
24 per cent., which, after deduction of income 
tax, has been paid to the bank. 


Union of South Africa 

In the early months of 1954 progress in the 
Union of South Africa was affected by the un- 
settled international situation and fears of a 
possible recession in the United States of 
America. As the year proceeded, however, 
confidence returned and trading activity in- 
creased to such an extent that the year may be 
said to have been one of marked economic 
expansion. 

All in all, the prospects for commerce and 
industry for the immediate future appear to be 
good and it is confidently anticipated that 1955 
will be a year of continuing prosperity for the 
Union. 


Federation of Rhodesia and Nyasaland 

In general, the progress and development 
during the past year has been most satisfactory 
and, provided the necessary overseas capital for 
major projects is forthcoming, there is every 
reason to anticipate a bright future for the 
Federation. 


East African Territories 

The economy of the East African territories 
is gradually becoming more diversified, with 
the development of industrial and mining 
activities to supplement the primary agricul- 
tural production. 

In Kenya the state of emergency stili over- 
shadows the economy, but, while the unfavour- 
able balance of trade continues to increase, 
capital continues to be expended locally on 
office buildings, factories, etc. 

Uganda continues to have the most buoyant 
economy of all the East African territories and, 
despite political unrest, the year was one of 
marked economic expansion with large crops 
of cotton, coffee and sugar. 

As regards Tangartyika, certain adverse 
factors persisted, but 1954 may be said to have 
been a year of better economic progress. 

The report and accounts were adopted and 
the proposed increase of capital approved. 
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CHART 


and 


COMPASS 
FOR THE SOUTH-WEST PACIFIC 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruments and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 
HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager—John W. McEwen D. J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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The Insurance needs 
of 
Industry—commerce—and individuals 
in every part of the world where 
insurance is a fundamental necessity 
can be met by THE 


LIVERPOOL & LONDON & GLOBE 
INSURANCE CO. LTD. 
Head Office: 1 Dale Street, Liverpool 2 London (Chief Office): 1 Cornhill, E.C.3 











MUST WE 
BE HEROES ? 












Save income tax, road tax and insurance for 
your clients, by recommending AUTO- 
HALL’S self-drive cars at extremely low 
contract rates. And for your own use as 
well—over 200 1955 cars, full maintenance, 
more clients seen—more often. 


Write for descriptive brochure or call :— 
AUTOHALL, Dept. 43, 302 King Street, London, 
W.6. Telephone : RiVerside 288! 
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And fight the Fire Fiend 
§ without NU-SWIFT? But why? Even 
1 the Royal Navy don’t do that. Please 
. send us details of your wonderfully 
, rapidand reliable Fire Extinguishers— 
1 BEFORE IT IS TOO LATE! 
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ERAGE AIMEE ORES Saar ee 
Post NOW to Nu-Swift Led. 25 Piccadilly W.1. 


In Every Ship of the Royal Navy 











TURKIYE IS BANKASI AS. 


Head Office—Ankara 





Balance Sheet at 3lst December, 


1954 





ASSETS 
T.L. 





Cash and Balances at Central Bank 164.946.933,53 


Treasury Bonds for Legal Provi- 
sions (according to the Banks 
Act) .. ‘- par aa 

Balances with other Banks 


Bills Discounted and Bought 


136.656.508,89 
16.350.893,20 
127.858.976,06 


Stocks and Securities 20.018.730,00 
Advances a 1.564.735,00 
Debtor Current Aecweats. 365.445.447,91 
Sundry Debtors 173.362,69 


Participations 48.262.465,72 
Fixed Assets: 
Movable ianeaedl 
ar 3.597.985,11 
Immovable Pro- 


perties 10.151.060,24 





13.749.045,35 


Other Assets 19.642.474,02 





914.669.572,37 








Regulating Accounts 680.029, 121,88 


LIABILITIES 








T.L. 
Capital Paid Up 5.000.000,00 
Reserves: 
Provision for 
future Contin- 
gencies (Banks 
Act, Art. 31) 2.003.222,35 
Legal Reserves. . 3.621.077,16 
Reserves Extra- 
ordinary 44.990.700,49 
50.615.000,00 
Provisions 20.440.000,00 
Engagements 81.635.764,62 


Deposits and Current Accounts: 
Saving Deposits 335.715.234,71 
Other Deposits 377.748.230,24 

713.463.464,95 





Payment Orders 3.765.294,84 
Dividends unasked for 319.901 ,69 
Sundry Creditors 11.980,791,90 
Other Liabilities 20.177.409,91 
Net Profit 7.271.944,46 





914.669.572.37 








REGULATING ACCOUNTS 


2.400.000,00 
190.048.593,48 


Our Endorsements 
Our Guaranties .. 


Other Regulating 
Accounts 487.580.528,40 


680.029.121,88 














Profit and Loss Account for the Year ended 3lst December, 1954 
Dt. Ct. 
T.L. T.L. 

Staff Salaries, etc. 19.748.847,03 Interests and Commissions Re- 
Taxes and Duties 1.068.325,93 ceived 48.855.978,47 
Other Expenses 7.976.447,91 Dividend and Interests on "Stocks 
Interests and Commissions paid out 15.428.682,41 and Securities ma 876.896,30 
Sinking Funds > 134.674.74 Fees and Commissions 10.000.714,59 
Provisions 6.029 093.02 Exchange Profits 52.802,05 
PAN OST YN > 877.329.03 Profits from our Participations 1.617.764,09 

“ 7.7 a. Sundry Profits 1.247.333,16 
ee Sir g Balance a from last year’s 
Net Profit 7.271.944,46 “Profit ral am 1.385,90 





62.652.874,56 





62.652.874,56 
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